i
o

e
L

.
o

e
e
i

HIEITSTHI







pIDOg 9yl JO UDWDYD g
190110 BAINDBXT JBIYD ‘luepisaid
UDHULIDg Y 11098

—pres

‘PlIOM PBIY Jo 1oddns psnuiiuoo
118yl i0f sisuliDG Buipbii puD S1UBHD ‘SevAoIdws
‘819P10YBIDYS N0 Jupy) 01 83N uibbo pinom | ‘Buisolo uj

'sipah Buiwiod sy

noybnoiyy 48y yum Buiiom o1 PIDMIO) YOO] 9pA “siybisul
1oy wou) A0aIb Hjsusg JIM SUOISSNOSIP PA0OE JNO PUD
‘@oupul) 21040d100 PUD SOUDULBAOB Ul JUBWBABIYOD

10 piooal paysinBuysip b sBuiig ayg "i008iIp

1SBMBU N0 BUINO8Y JBPUDXaYY ') pIDGIDG “1snbBny uj

"sannigndod onpoud

ino 1o Buipunos Ul 8ARDSLS 1SOW 8¢ UDD Ayl BJSUM
osfuedxe pub jusipl Bulonid ‘suofiniedo o o AjeAiosles
11D1S PBPPD BADY BM "DOLIBWY UlpT pup edoing

$50400 O1j04110d 8ouDINSUIBI BY1 BUIAlISIBAIP 21D

SWIDS} PESHY UOPUOT PUD SSIMS INO B)IYM ‘WY 01100
BY} O} BWIDU PUOM Pailly oyl Buibuiq st s1odobuig puo

Buoyy Buoy ut voussaid Ino ‘A pUORDLIBIU| "BI0OYNDBY
uo snooj |p1oads b yum Jaim Alpoads 1exnw

-91PPIW PUD JIDWS D S 9]0 INO PAOUDYUD BADY S811}0
Uounig Mau Ul SUsWISaAUl 1no ajiym A1eoiu dn dwipy
uoiInI2do SOUDINSUIBS INO MDS BM ‘SBIDIS PBJIUN B U]
"6002 Buunp spuapiap wooyubis Butkod unbag spioye
Buiuonisod asay puy "asuD ADW 1t JeAsisym Aonuasse
Ayunuoddo sopidiexinus jo 9BDIUBADD 11Ny 80} 0}
uonpziunBlIo INC $21gPU3 1DYL WIoHRId D BADY MOU B

‘uiis] Buoy sayy 19n0 8sIyoUDI) INO

20UDYUS 0] paubisap 11D ‘@IN1onAsoYUl PUD JauUoSIad
uf 9pOW BA,8M SHUBLLISBAUL 91681041S 8} JO INS8I 8y} SI
UOUINIOABI SSBUISNG UMO S, PLIOM PelY ‘Piomul Buiyoon]
"84N1IN0 810100100 HOIPD PUD DARDAOUUL UD Ylim YiBuans
10HdDo s8sny 10y} $1no a1} Aupdwoo p 1o} seiunoddo
BAIIODIID 810810 PINOYS 1DY] JUBUIUOIAUS UD SI 1
‘syupdionind J19XIDW 1DISASS PUNOID 1IMS 0} Buinunuoo
SUIB0U0D Yim ‘Alsnpur ino ulyum siuswdolensp
Aipuonnionss Buissaulim aip am ‘“AIPIoMINQG ‘SUOIDIOULOD
1DUIBIUL PUD JOLIBIXS Yl0q SDY 1ioday pnuuy S,.10aA
SiU1 Inoybnoiy} Pa1pIgelao UONIOASS SSBUISNG,, 8y |

"SUOIIIPUOD 1a3IDW JO sseipinBal Auigpiyoid

pup yimodb uibisns 01 Aigo Ino 0} pun lsyeboy

1yBnoiq eA,em SIpUOISSO}0Id BOUDINSUID PUD BJUDINSUL
pelus|n} JO WDSY Y] O} JUSWINISS] D SD ‘aAdljaq | ‘SPUDIS )|

NOLLIVIOAZE SSANISNE V:6007

"O1gDYIDWIOL SIOW UBAS SI
wawosiaus Butond jnoyyip o audsep Yyimols eygpiyold
PBABIYOD M J0Y | "S8OUDISWNOND AUD JBpun synsal
aAIssaldwr ag pinom 8say ] "UONIIG G'2$ JOA0 01 maib pus
-1DBA 1D S18SSD PBISOAUI PUD YSDD) "BN|DA J8NI08-103A
ey} JoA0 %Le Ajeibwixolddo L9 ¥9$ 10 pools aipys ed
8aMbA %00q pup ‘einbif 800 BU} BAOID %EE 10 UDBA Byl
Buunp uomig g-e$ 1eno o1 maib Alinbe sisployaioys
‘188Ys 203uDIDg 8y} U paA 1byy BuLnp peLNdd0

10yl ANAROD o1ydoaispino sy pup SISLIO 1BI0UDULL

eyl Ag peuadwbp alem synsas s, Aundwiod sy) usym
8002 1910 BSDBIOUL %0EZ D SDM YOIym uoniiw L09$ jo
awooul 1au ybiy-piooas Buisod ‘JUSWIUOHAUS 18XIDW
100d 8y} BuioolsA0 Ul PaPasooNns UINBD am puy "6002
Burnp spuimpbay 9juou0os jnpemod Ag pejuoLUu0D
8lom oM ‘SIDBA 1DIOASS 10} 8SDO By} UBB] SDY SY

"a18y Buiddols jou a1,em pup—ispy dn BuimolB st plop
paily "yonss 1pqoib Buipundxe Apidps 0 pup sio1oes
18vipw Aey ut diysiappa) peziubooss ‘9spg enusasi
as1aAip AiBulspaIou pup POIY D 1B8YS 8oupOY Buols b
10 sujeuaq ay) shofus Abpot Aundwiod inQ "$812A0 1exIDW
ne ut Aingpiyold pauipisns 1of Ring leinsut Apnsoo
-Aiiedosd aoiales-1n} “91goPILLIOY D OJul AondDD $S80X8
193I0W-PINY JO JBpIA0Id D WOl PUOM PNy POWIOISUDL}
BABM 8D ‘6002 Inoubnouy} sseoons pup sseiboud ino

uo oded 01 81gD 87 0} UOHOD)SIIS 1paIB sw SaAIb )|

siapjoyaioys 0} Ja11a







VOLUTION

e
£
=

SS Rl

ABUSINI

5
8

2009



*S2INSDBW [RIGUDUY JYYE) 21q0Indwod
A0211p JSOW J1BU) 0} SBINSDAW BSBY) JO UOHDIIIOUOIBI D PUD SINSDBW DIDUDUY ofyYD-UOU INO U0
UOIDLWIOUL 210W 10} UIB43Y Papnoul 6002 ' LE 18qwiedag pepus JNaA au) 10} H-0| wio4 sAupdwod
BY} Ul PaUID}UOD SIYBIUBIH IDIOUDUI - MBIAIBAQ - SUOIPIAM( JO SHNSaY PUD UOHIPUOY IRIGUDUS JO
SISAIDUY PUD UOISSNOSIA S uaWSBDUD,, 89S 8spald "uoIssiwWoY abubyox] pup saILNIBS 'S'N
ayy Ag payobinwiold s © uonpnbay Jo Bulupew sy} UIYNM 3INSDAW [DIDSUDUY JYYD-UOU D SI Sy ,

£026°l 1'81L'%e g'geL'e ¥'651LE rAAVN> 1pHdpo PO
eoey't L'oge'e 8682 69112 £eLe'e Aunba s1epjoyaibys 10301
0°00$ 9'86% L'86Y gevs 6861 198p 1001
uonozioydng
%bvel %8'8. %E'18 %1't8 %L'9L Oonp4 pauIqUWIoD
%L'81 %86} %522 %L'92 %¢ 0 onoi asuadxy
%L'G0L %065 %88 % LS %6"Gt onoJ asuadxe $S0] PuD SSO7
%6'E %G %6 %Ly %eV p18IA %004 juswiISaAU|
SOlbY 101UbUL]
1e'82 289e - S6'SY 626V 19'v9 anpA ¥oog
(61°€) SLL €5/ 65 911 aipys Jad sbuiuios pamiq
(6re) ¢ 608 $ v8'L $ GlL'e $ 92 $ aioys Jad sbBuiuine oispg
SIUNOWY 8IDYS Jod
8ceL 9'16L 019/ 6'959 2'899 saHAROD Buppiado woly smojy Uspy
eoer'L 10222 8622 69172 eeLz'e Aunba ;s1aployainys 1030 |
G019'9 90292 1'668°L G'220'6 26596 SESS U]
(v 2t1) Lely 0'9.¥ L'GSY L'I€S (ss0}) swoour Hunoledo
(8'651) 82k 2697 o'esl 6°909 (ss01) awooul 19N
9'8Lt vyve 6'L6C 8'80€ L00g UI00UI JUSWIISBAUL JON
SLL2 L 02se't 66511 GLLLY 691E°L pouine swniweid 18N
0'ceet 9'90¢€' | L'eSH L 2.0V Lieel uanum swiniweid 1oN
€095t 0659'1 G605t 9'SHHL £'969°L USHUM swniwaid sSOI9

G00¢ 900¢ £00¢ 800¢ 6002




NOLLOTOAIR SSANISOE W :6007

R AupdwoD 8oupInsu| 198188 UIMID]

. Aundwod 8oUDINSSY DUOHON UIMIDG

o . pajwi (8ouninsuley) Aundwo) 9oUDINSSY PLOAA PAITY

. ° paywi (edoinzy) Aupdwo) ounINSSY PO PeNY

. o o Aupdwion 9ounINSUIdY PIIOM PBINY

o o . AUDdWIOD) 90UDINSSY |DUCIDN PIAOM PBIY

o o . ‘ou ('g'N) Aundwon 8oUDINSSY PO PBINY

o - o P17 ‘Aunduwlo) 9ouDINSSY PLOA PaY

$1004 B PIDPUDIS  ©91AI9G SI0ISAAL] S Apooyy EEE- R ) S  Gopisang

woy(Buons}y  wou(poog)gy LMoRQuenedxmly

1SMO1]0) SD 8100 N0 O} POIHLILLIOD SUIDUISI PIOA PBNIY ‘90IAlSeS

pPBiDd 81D PUD SILIS PaIUN 8yl pup adoing ‘dpnuiey 1BUWOISND PUD UOIIDAOUUI JO 8IN1ND N0 YHM PUDY Ul PUDH
Uy saupipisqns Bumoy oy sy ubBnoy) pelonpuod sIp

suoinIado 8oUDINSUIBL PUD 8oUDNSUL NG "sBullo) ‘Alenijosye siow

p1oupuy BUOLIS UIDILIDW 0] SBNURUOD PUOM PaIY SUJ9oUO0D sl BuIBlaws S1aWoIsnd IN0o SSBIPPD 01 %88s

8M S SlusUOdWoD IPIUBSSS 8q 0] uaroid aApy siadxe

‘A19AR08dSal JUNOWD 10U} 1O % /2 PUD JuaLwaboUDW MSH PBPPD-BNIDA PUD SISIPUDY SWIDID

%EE ‘%0 Ajerowixolddo 10 Bupunooon siuswbas aAlDJIOgD)I00 ‘Yopouddp Bunmiapun paIusiIo-SUONN|0S

SOUDINSUIB] PUD 3DUDINSU] JPUOIDLIBILL ‘90UDINSUY S’ S,PHOM PBIY ‘UO SND0) 8M SPBINSU] PazZIS-Uinpaw 0O}

ANO YHM ‘Uoniiq £'1$ e1om uspim swiniwald sso.b 1030} IDWS a8y} 10§ ALDINOIIDG "82IAL8S JBWOISND AIDUIPIODIIXS

SPUOM PeNY ‘6002 ‘LE 18quiedeq papus Joah auy 104 pup sausnput Asy ul diysiapna) 193Inlt SP 119m SD

‘onojuiod 1onpoud INo JO UBWadUDYUS JUDISU0D salinbal

“APO110AD pup 18P0 SSBUISN] JUDISISBI-0810A0 D 1DY) 9ABI8G S "S810AD

Aynpioa 1expw JsuipBo sjnsel JoouDUY JNO SIB)NG 10w o ybnoays sswinjoa wniwald Buons Bugpniausb jo

189 10y} Seulj onpoid pup seiydniBosh ‘s8zis WUNoooD a10pdno SI 10YL UolbZIUDBIO UL PYING 0} St OB INO

10 9BupI D $S010D ¥SI ANO poaids o1 A By} St It ‘s|buolssefold Jsuonionid 010S pup suonpziunbIo

‘AeIpWimn "SPUDWRP 08 OiDI PIDMBI-YSL 81pNbepnUl Wjosduou paspg-APUNUWILIOD 0} SWUY 000} BUNLI04 UMOUS

UD Uaym AI0SS208U 9 |JIM SBUI UIDLISO 0} 8INS0dX8 N0 Anpuonbulaiul Woij sabubl Yoiym ‘@)81usi)d 9pIMPLIoM

Bunmw1INg 10U} PUD ‘BYIM am SaUN AlBASS YBiy By Ul 1DUA 9SIBAIP D BAISS 0] SN SBIGDUS $BYDIS PaLIUN BY} PUD DISY

St 20UDIBIA JUDISUOD 1DY] PUDLSIEPUN LONDZIUDBIO INO ‘edoing ul sayoupIq {0 Mlomieu Buipundxe InQ "eqoib syy

noyBnouyy seshojdws “wine) uswebouow pasusiiadxe punoio sennue ongnd pup sypuoisssejoid ‘sessaulsng 01

up Aq paT uswebounw ysu asudisius puo sundiosip ‘BOUDINSUIBL PUD BOUDINSUL Y10g ‘S1onpotd Apnspo pun

Burond ‘uonpoonp 1oudpo npYBnoyi—sediound sseuisng Apadoad DIDIBWILIOD JO ADLID POOIG D SI8JI0 PO PBMY

suoiipiadQ 1O MIIAIBAD







i

Service.

G2
o
o
whmn
G
|
Shewmn
s
]
e
Sy
L
==




| ANYINGD IoNvungey




s
o
A,
e
s
Sonetns
Yoy,
iy
P
Sy
g,

s

=
o
=

SS R

2009: A BUSINI







H SSANISNE V:600¢

N(

IR TE




€L




W

£

18018350

|

o%m

3]l JUBLIISAAL] PBAD

1w ue jo abiejueape 1ajesid

coE

-

-

S

=

o







NOLLVIOADY SSANISNE V6007

=

e

=




i1

HOUUBAA P 19NWDg
unubiy-JUIDG 8P MoUIDd
Ayng 4 sewop
JUDRULIDG "y 100G
JOpUDnXatY "L DIDQIDG
UOSISNID "1 ML
JOWUNH 100G

UDWPBLL Wog




'00) B J8POIYDS

o1 ‘sBUIpIoN 181UNK 109 (0002 paiuey)
AuduOg SOUDINSSY PLIOM wm;& £unQ 4 sewnp dnoigy SUCRNIISU| |0IOUDULY JO PDOH
Kipmoy 18140 (uosIadiOUD) UDWPBLI 1IDg HOUUISM "F 19nuIDS
. BVLHUILIOT DOUDLIBADY)
USPISAId BOIA BARNDSXT !
50SS0IR T 1OUSID sipiodion ¥ Bunoulwon Aeyuns unbiopy
4 9 P HOYSIoN (£002 pomey)
. 1010811 AIOSIADY
‘OUf ‘SOTIAIDG BANDASILILIDY 1SMIDWMEN HOUUIBM T 1SnuwDg ubUBIY-IUIDS 9P YoLIDd
I9010 JUBWISBAUY UDUBIY-JUIDS 8P 011D ) ) )
. 191UNH 100G
JOILO B JUOPISSId SAIA Snnoex3 Wewabpuopy 19SSy LUOSIBIDJUIND
ISUANDY P uyop (uosiadiioyn) UoSIBNDd " IO

UDUWIDYD
U0SIB1IDd "Y NI

BJJHRBIOD JUBLIISBALY

pi7 ‘sButpiop
Aupdwion 8oUDINSSY PUOA POy HOUURAA T 1onWwng OpNULIBE UBSIBPUY LY
Aip1e108g 8pi0dion) B 18SUN0Y JDIBUS Y Ang 4 sswinp

(200Z peew)
18ULIDA 18I0
ABIUNK 11008

‘luapiseid 80IA BANOSXT (uosiadiibYD) IUBHWILY Y 100G

wodng "q Asise SO BAIINIOK Y

P17 “Aundwod souninssy PLOM pamy UDUBIY-IUIDG 8P MO 477 19PUIBH 9 UOPIOD) THUDT
SoUDINSUY

Jsluny 100% 18ULIDd
1DUOHDUIBIU] B DPNULIBY ‘lUBpISald JBpULXalY *| DINGIDG pipog 8y jo ubwipyy Aindeg
01ZRIQ . "N Hubig (uosisdapyD) AYng 4 sewnp UBWPaLg Jng

SBIHWIIO Y YSIH asuidiaiug
prt ‘sBuipioy

dnojgy souninsuey INDd 1S eyl
Aupdwon) 8oUDINSSY POM PBINY

HOYUIBA F 18nwIng (200z peiiey)
1801110 10IoUDbUIH
I8N 11095 8OO BAN0eXH 81y B UbWADUD
. 1BIUD R JUBPISBI BDIA SANNOEXT
P11 ‘'sbuipion pIDIIG “H uoop upuwIpalid ung Aung "4 sSawnp
Aupdwiod 8ounINSsY PUOM pPally ; JapupXe)y "L 0Inging
Joo10 ABa1nig ei0dion ‘sBuy
uosiadipyD) UBUBIY-IUIDS BP 3OLID 2y PIoH
§BIYD WUBPISld 9DIA BAINDBXT pr1 ‘Aundwod 8oUDINSSY PLOM PaNMY ( 12u0) VLIPS BpIoHind Aupduios 8ounINSSY PLOM POINY
. o sawwos uonosuadwosn
AP ‘pouuesg T uyop 180440 Bunpiedo jeiyd pInog 8y} JO UDWDYD
11eg Y piAbg B 18010 8AINDSXT JOIYD ‘uspisald
Aupduwiog HOULISM " 1snubs IWDHWIDY "V 11008
80ULINSSY 1DUCHDN PUOM Py pIT ‘SBUIPIOH upUBIY-IUIDS 8P oLIDd
ouy (gn) Aupdwog souRINSsY PLOA PanlY Ayng 4 sewporp 71 Binguops SEn
Aupdwog eounINSsyY PHOM Py P00 BUL JO UPWHDYD (uossediipyD-00) Jeiuni 11005 (#00Z poINOH)
’ wepisaidg B 18010 SANNOEXT BIYD uspisald (uosisdiipyYD-00) Jepupxely "{ DIoGIDY JOSIADY JolUes
ubiuy voplon M HUBHULING Y 103G SVUWOY Upny Iepupxaly 'L sioqiog
SHADI4A0 SHILLEMNGD aYY0og SHOLI3YIO

S1921L10 R SI01084iQ




W00 O0]S|101UBUIIUOD MMM

000%-606 (212)

7000k AN YIOA moN

2004 Aenpg £

Aupdwog Jsjsupl} B 1SNJL ¥O01S DIUBUIIUCYD

HVH1S193H ANV LNIOV HI4SNVHL

WOoI INDMD MMM
10 3)Isqam 93010d109 PLIOM PBNIY Ul HSIA

‘way} Buipiaoid

10} s9B4DY2 S11 1NOGD UOIIPWIOUI PUD SHAIYXS YONS JO

181 D 1odays yons yum apiaoid jim Ing ‘eBbipyo inoyim
M-0} W04 Uo Jodey 1pnuuy SH 0} SHAIYXe AuD ysiuing
1ou Him Aupdwoo ay) ‘seind 5,038 8y Aq peniwiad sy

. SUOIINIBY 10}SBAU, PBIIIUS UOIID8S Sy} Ul PaInI0] MUl
.SBuljid D3, 8Ul JopUN WOD ODMD MMM D 9}ISGEM INO
ybnouy) pesseson ag UL ‘D3S Byl yum sbuny s, Aundwos
Y} JO 110 PUD ‘Y-01 W04 Uo Hoday Jpnuuy 8y Bunssiy
10JBUS Y IDNUUY 843 ID 9}0A 0} PBJIIUS SBIDYS UOWWOD

O JBUMO |DIolBUBg B spMm }sanbal aul Bupw uos.iad

AUl ‘0102 ‘01 Y2IDW JO SD ‘10y} uonpjuasaldal b spnioul
1shw jsenbal yons yon3 ‘Ainyeiosag awlodio) ‘luodng
'Q As1Sap (uoIUBYY ‘DPNWSg ‘80 IWH 9M0Iquiad ‘proy
puowyoty /g 10 Aundwod ayy o) }sanbal usiium uodn
pauInlqo aq Aow podal yons jo Adoo vy "DJIS 8yl Yim
PalYy ‘6002 ‘L€ Joquiedeg pepus 4nak 8y} 40} H-0L wio4
uo Hoday jonuuy s Aundwod syl jo Adood o Yaployaloys
Aup 0] 8B4pyd noyim ‘ysiuang nim Aundwoo ey

NOLLATOAY SSANISNE V :6007

WO ODMD B XOUUS] Yoy
0620-v6. (9t9)

8€00} AN JOA MBN
10014 Y191 1eaNS IoIDM 661

P17 ‘sbuipioy Aundwo) sounInNssy PO Pamy

xouusT " yuey

SNOILLV13Y HO1S3ANI

opnuueg ‘g0 INH 94oiquad
pooy puowysly /g
(aw 1p20]) "W 0O:0L — 0102 ‘9 Aoy ‘“AppsinyL

SH3IATOHIHVHS
40 ONILITW TVHINTO TVNNNV

'Spibpun}s Bunsy

890UDUIEA0D 91pI0d100 JSGAN 9U) JO PUOM PamY AQ
UOILD)OIA AUD JO BIDMD JOU SI 8Y 10U} 6002 Ut ISAN 81 0}
PalLIB0 Ajawily OSID SDY J8dRI0 SAN0SXT JBIYD 8YL
'600¢ ‘L€ J8qWB08g papus I0aA 9} J0) Y-0f W04 Uo
1oday 1onuuy 1No 0] SHGIYXe SD Papn|oul 31D PSISU
g odal siyl ul pepndul Jou 81D ZO0Z 10 19V ASIXO
-S8UDNJING 8Y] JO 20E UOII0SG Japun palinbal suoinonieo
SU} 10U} PBSIAPD 810 SI9PDAL ‘JSAN U1 JO S8)NU Byl Jopun
pannbai sy ' HMY,, 10qWAs ay} 1opun abupyox3 40015
NIOA MBN BY) UO PapJ] SI }O0IS UOWILOD S,PIIOM PRNTY

ONLLSIT X001S

uolpwW.IoU| JapPIoY3IDYS




204£¢€ 14 ‘Bingsieled 1S
00t sung
YLION 18818 Uiy 0086

“ouj ‘seoinueg Buneslop Aousby

‘Bingsialad "i1g

LLEP6 WO ‘00810UDI4 UDS
0012 8ung
walig auld 00L

oup s Audduion
B0UDINSSY PLIOM PONY

103S10UDI] UDG

88001 AN “HOA MaN
10014 WigL
19943 J9I0M 661

Aundwon
SOUDINSUISY DLIOA PelY

8200} AN “HOA maN
10014 Wipg

19913 18I0M 661

out (g'n) Aundwon
8OUDINSSY PUOAA PRINY
DIOA BN

12006 vO ‘seabuy so
szgl elng
19941G 8dOH YINOS 055

out (sn) Auodwon
20UDINSSY PO PoIY

:s8jebuy som

22090 1O ‘uoibuiing
pooy sBunds wind g

Aupdwoy souninssy
IDUORDN PHOM pBiny
uo1BulwID 4

290G X1 Buinyj
056 8ung

Aomeei4

Jeedion uyop 180 GHS
SDUNOY) SO JO NWWING 8y}
Aupdwos soupinssy
JOUOHDN PLOM pamy
sonvg

92926 YO 'DSB DISOY
0201 8uUng

pIDARINOY UOWUY 009
ou (($n) Aundwog
20UBINSSY PUOA POY
RSB 0IS0D

90909 i ‘0B

0011 8uUng

SAUC JSMODM UINOS L€
Aupduwlo] 9ounINSsy
IBUONIDN PUOM paiy
ofivoyy

01120 VN ‘uoisog
10014 UiLe

994G uIUDL4 G622

out ((gn) Aunduwion
8OUDINSSY PUOA PBINY
UoIsog

9z£0¢€ VO oy

08/ eung

3N POOY e8loned ygre
Aubdwio) 8oupInssy
IDUOHDN PO PaifY
‘pUnRY

SHIVLS GaLING

pupIBzZUMG
DZ/00g 0ve9
g 8SSPASUBPUIT

payw
(eoununsurey) Aundwion

BoURINSSY DUOM Peilly
PUDLIBZIIMG

pup|Bug

AdZ INEOH ucpuoT
198lS Jeynig g2
10014 pIg

paywi (edoung) Aunduwion
B0URINSSY PLOM PBITY

PelWIT
(soupinsutey) Aupdwon
SOUDINSSY PLOA PBIY

UOPUGCT

pupial
cungna

Aonp sebiosy
0zb14 Aonp sefiosn
i0014 pJg

pauwiy (sdomzg) Aupduwiory
SOUDINSSY PLOA POy

payuy
(8ouninsutey) Aunduion

20UDINSSY PHOM PoNY
Hngng
Ad0OHNZ

£126v0 s10dobuig
pooY uoueyng |
uonsyng 8ud e0L/e0#
P11 ‘Aupdwon
B0URINSSY PLIOA PBMY
:siodobuig

Buoy; BuoH ‘Ipysuopp
1SDT PDOY S UBBNT) 8P
A/2€ $0-10LE 8UNS

P11 ‘Aundwon
9OUDINSSY PUOA DOMY
Buoy Buoy

sy

HOTIemE MMM

opnwsg
80 H axoiquIad

pROY PUOWIYOIY /7

p11 ‘Aunduwion
20UDINSSY PUOAA POINY
pr1 ‘sBuipioH Aundwios
20UDINSSY PUOA POy

SHILHYNDAYIH

s991110 Aundwon







-

t 2

.

S

o

i

T ——

e

s

-

.

e
ssassmenso I
——

L

oy

=
ezl

S

L
e

.

e

o
ey

PSP

S . i
L L

ST
L

e o

=
W
S

-

o

B

o
Sl
o

o
.

.

.
e
L




UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-K

(Mark One)
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) Received SEC
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PART I

» o« o« 3«

References in this Annual Report on Form 10-K to the terms “we,” “us,” “our,” “the company” or other similar
terms mean the consolidated operations of Allied World Assurance Company Holdings, Ltd and our consolidated
subsidiaries, unless the context requires otherwise. References in this Form 10-K to the term “Holdings” means
Allied World Assurance Company Holdings, Ltd only. References to our “insurance subsidiaries” may include our
reinsurance subsidiaries. References in this Form 10-K to $ are to the lawful currency of the United States. For your
convenience, we have included a glossary beginning on page 40 of selected insurance and reinsurance terms.

Item 1. Business.
Overview

We are a Bermuda-based specialty insurance and reinsurance company that underwrites a diversified portfolio
of property and casualty lines of business through offices located in Bermuda, Hong Kong, Ireland, Singapore,
Switzerland, the United Kingdom and the United States. For the year ended December 31, 2009, our U.S. insurance,
international insurance and reinsurance segments accounted for 39.8%, 32.8% and 27.4%, respectively, of our total
gross premiums written of $1,696.3 million. As of December 31, 2009, we had $9,653.2 million of total assets and
$3,213.3 million of shareholders’ equity.

We were formed in November 2001 by a group of investors, including American International Group, Inc.
(“AIG™), The Chubb Corporation (“Chubb”), certain affiliates of The Goldman Sachs Group, Inc. (the “Goldman
Sachs Funds”™) and an affiliate of Swiss Reinsurance Company (“Swiss Re”). Since our formation, we have focused
primarily on the direct insurance markets. We offer our clients and producers significant capacity in both the direct
property and casualty insurance markets as well as the reinsurance market.

We have undergone significant corporate expansion since our formation, and we now have 16 offices located in
seven different countries.

Internationally, we first established a presence in Europe when Allied World Assurance Company (Europe)
Limited was approved to carry on business in the European Union from its office in Ireland in October 2002 and
from a branch office in London in May 2003. Allied World Assurance Company (Reinsurance) Limited was
approved to write reinsurance in the European Union for its office in Ireland in July 2003 and from a branch office in
London, England in August 2004. In October 2008, we expanded our European presence when Allied World
Assurance Company (Reinsurance) Limited opened a branch office in Zug, Switzerland to further penetrate the
European market.

In July 2002, we established a presence in the United States when we acquired two insurance companies,
Allied World Assurance Company (U.S.) Inc. and Allied World National Assurance Company. We have recently
made substantial investments to expand our U.S. business, which grew significantly in 2009 and which we expect
will continue to grow in size and importance in the coming years. In February 2008, we acquired a U.S. reinsurance
company we subsequently renamed Allied World Reinsurance Company and we write our U.S. reinsurance
business through this company. In October 2008, we acquired Darwin Professional Underwriters, Inc. and its
subsidiaries (Collectively, “Darwin”) to expand our U.S. insurance platform. We currently have ten offices in the
United States, including offices in Atlanta, Georgia and Costa Mesa and Los Angeles, California that opened in
2008 and an office in Dallas, Texas that opened in 2009.

Our corporate expansion continued into Asia when Allied World Assurance Company, Ltd opened branch
offices in Hong Kong in March 2009 and in Singapore in December 2009.

Available Information

We maintain a website at www.awac.com. The information on our website is not incorporated by reference in
this Annual Report on Form 10-K.

We make available, free of charge through our website, our financial information, including the information
contained in our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q and Current Reports on Form 8-K
filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended (the
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“Exchange Act™), as soon as reasonably practicable after we electronically file such material with, or furnish such
material to, the U.S. Securities and Exchange Commission (the “SEC”). We also make available, free of charge
through our website, our Audit Committee Charter, Compensation Committee Charter, Investment Committee
Charter, Nominating & Corporate Governance Committee Charter, Corporate Governance Guidelines, Code of
Ethics for CEO and Senior Financial Officers and Code of Business Conduct and Ethics. Such information is also
available in print for any shareholder who sends a request to Allied World Assurance Company Holdings, Ltd, 27
Richmond Road, Pembroke HM 08, Bermuda, attention: Wesley D. Dupont, Corporate Secretary. Reports and other
information we file with the SEC may also be viewed at the SEC’s website at www.sec.gov or viewed or obtained at
the SEC Public Reference Room at 100 F Street, N.E., Washington, DC 20549. Information on the operation of the
SEC Public Reference Room may be obtained by calling the SEC at 1-800-SEC-0330.

Our Strategy

Our business objective is to generate attractive returns on equity and book value per share growth for our
shareholders. We seek to achieve this objective by executing the following strategies:

« Capitalize on profitable underwriting opportunities. Our experienced management and underwriting
teams are positioned to locate and identify business with attractive risk/reward characteristics. We pursue a
strategy that emphasizes profitability, not market share. Key elements of this strategy are prudent risk
selection, appropriate pricing and adjusting our business mix to remain flexible and opportunistic. As
underwriting opportunities that we believe will be profitable are identified, we seek ways to take advantage
of these market trends.

o Exercise underwriting and risk management discipline. We believe we exercise underwriting and risk
management discipline by: (i) maintaining a diverse spread of risk in our books of business across product
lines and geographic zones; (ii) managing our aggregate property catastrophe exposure through the
application of sophisticated modeling tools; (iii) monitoring our exposures on non-property catastrophe
coverages; (iv) adhering to underwriting guidelines across our business lines; and (v) fostering a culture that
focuses on enterprise risk management and strong internal controls.

o Maintain a conservative investment strategy. We believe that we follow a conservative investment strategy
designed to emphasize the preservation of our capital and provide adequate liquidity for the prompt payment
of claims. Our investment portfolio consists primarily of investment-grade, fixed-maturity securities of
short- to medium-term duration.

Our premium revenues are generated by operations conducted from our corporate headquarters in Bermuda,
from our offices located in Europe and the United States and, beginning in 2009, from our branch office in Hong
Kong. For information concerning our gross premiums written by geographic location of underwriting office, see
Item 7. “Management’s Discussion and Analysis of Financial Condition and Results of Operations — Results of
Operations — Comparison of Years Ended December 31, 2009 and 2008” and “— Comparison of Years Ended
December 31, 2008 and 2007.”

QOur Operating Segments

We have three business segments: U.S. insurance, international insurance and reinsurance. These segments
and their respective lines of business and products may, at times, be subject to different underwriting cycles. We
modify our product strategy as market conditions change and new opportunities emerge by developing new
products, targeting new industry classes or de-emphasizing existing lines. Our diverse underwriting skills and
flexibility allow us to concentrate on the business lines where we expect to generate the greatest returns. Financial
data relating to our three segments is included in Item 7. “Management’s Discussion and Analysis of Financial
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Condition and Results of Operations” and in our consolidated financial statements included in this report. The gross
premiums written in each segment for the years ended December 31, 2009, 2008 and 2007 were as follows:

Year Ended Year Ended Year Ended
December 31, 2009 December 31, 2008 December 31, 2007
Gross Premiums Written Gross Premiums Written Gross Premiums Written
$ (in millions) % of Total $ (in millions) Y% of Total $ (in millions) % of Total

Operating Segments
U.S. insurance ........ $ 674.8 39.8 $ 320.0 22.2 $ 1927 12.8
International insurance . . 555.9 32.8 695.5 48.1 776.7 51.6
Reinsurance .......... 465.6 27.4 430.1 29.7 536.1 35.6
Total. ............... $1,696.3 100.0%  $1,445.6 100.0%  $1,505.5 100.0%

U.S. Insurance Segment
General

The U.S. insurance segment includes our direct insurance operations in the United States. Within this segment
we provide a diverse range of specialty liability products, with a particular emphasis on coverages for healthcare
and professional liability risks. Additionally, we offer a selection of direct general casualty insurance and general
property insurance products. We target generally small and middle-market, non-Fortune 1000 accounts domiciled
in North America, including public entities, private companies and non-profit organizations. Through significant
infrastructure investments during 2008 and 2009, we have enhanced our U.S. insurance operating platform,
principally through hiring underwriting talent, through an expanded network of branch offices located in strate-
gically important locations across the country and through upgrades to our information technology platform to
accommodate our increasing business demands. These improvements have allowed us to assume a leading role as a
writer of primary professional lability and other specialty liability coverage for small firms.

The chart below illustrates the breakdown of the company’s U.S. direct insurance gross premiums written by
line of business for the year ended December 31, 2009.

U.S. Insurance by Line of Business
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Products and Customer Base

Our casualty operations in the United States focus on insurance products providing coverage for specialty type
risks, such as professional liability, product liability and healthcare liability risks, and we offer commercial general
liability products as well. Professional liability products include policies covering directors and officers, employ-
ment practices and fiduciary liability insurance. We also offer a diverse mix of errors and omissions liability
coverages for law firms, technology companies, financial institutions, insurance companies and brokers,
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municipalities and media organizations. During the year ended December 31, 2009, our professional liability
business accounted for 27.2%, or $183.7 million, of our total gross premiums written in the U.S. insurance segment.

We also provide both primary and excess liability and other casualty coverages to the healthcare industry,
including hospitals and hospital systems, managed care organizations and medical facilities such as home care
providers, specialized surgery and rehabilitation centers, and outpatient clinics. Our healthcare operations in the
U.S. targets small and middle-market accounts. During the year ended December 31, 2009, our healthcare business
accounted for 26.3%, or $177.7 million, of our total gross premiums written in the U.S. insurance segment.

With respect to general casualty products, we provide both primary and excess liability coverage, and our
focus is on complex risks in a variety of industries including construction, real estate, public entities, retailers,
manufacturing, medical and healthcare services, transportation, finance and insurance services, light to moderate
chemical companies and street energy companies. We also offer comprehensive workers compensation insurance
general towards U.S. citizens, third country national and local national employees working outside of the United
States on contracts for agencies of the U.S. government of foreign operations of U. S. Companies. During the year
ended December 31, 2009, our general casualty business accounted for 18.1%, or $122.0 million, of our total gross
premiums written in the U.S. insurance segment.

Our U.S. property insurance operations provide direct coverage of physical property and business interruption
coverage for commercial property risks. We write solely commercial coverages and concentrate our efforts on
primary risk layers of insurance (as opposed to excess layers), offering meaningful but limited capacity in these
layers. This means that we are typically part of the first group of insurers that cover a loss up to a specified limit. Our
underwriters and claims personnel are spread among our locations in the United States because we believe it is
important to be physically present in the major insurance markets where we compete.

We offer general property products from our underwriting platforms in the United States, and cover risks for
retail chains, real estate, manufacturers, hotels and casinos, and municipalities. During the year ended December 31,
2009, our general property business accounted for 10.6%, or $71.5 million, of our total gross premiums written in
the U.S. insurance segment.

As of December 31, 2009, we had a total of seven active programs in the United States, offering a variety of
products including professional liability, excess casualty and primary general liability. We retain responsibility for
administration of claims, although we may opt to outsource claims in selected situations. Before we enter into a
program administration relationship, we analyze historical loss data associated with the program business and
perform a diligence review of the administrator’s underwriting, financial condition and information technology. In
selecting program administrators, we consider the integrity, experience and reputation of the program administrator,
the availability of reinsurance, and the potential profitability of the business. In order to assure the continuing
integrity of the underwriting and related business operations in our program business, we conduct additional
reviews and audits on an ongoing basis. To help align our interests with those of our program administrators, we
seek to include profit incentives based on long-term underwriting results as a component of their fees. During the
year ended December 31, 2009, our program business accounted for 15.0%, or $101.5 million, of our total gross
premiums written in the U.S. insurance segment.

For more information concerning our gross premiums written by line of business in our U.S. insurance
segment, see Item 7. “Management’s Discussion and Analysis of Financial Condition and Results of Operations —
Results of Operations — U.S. Insurance Segment — Comparison of Years Ended December 31, 2009 and 2008”
and “— Comparison of Years Ended December 31, 2008 and 2007.”

Distribution

Within our U.S. insurance segment, insurance policies are placed through a network of over 150 insurance
intermediaries, including excess and surplus lines wholesalers and regional and national retail brokerage firms. A
subset of these intermediaries also access certain of our U.S. casualty products via our proprietary i-bind platform
that allows for accelerated quote and bind capabilities through the Internet. A significant portion of our business has
historically been concentrated within a relatively small number of intermediary firms. That group includes Marsh &
McLennan Companies, Inc. (“Marsh”), which accounted for 10% of 2009 gross premiums written within the
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U.S. insurance segment, as well as Aon Corporation (“Aon”), Swett & Crawford Group and Willis Group Holdings
(“Willis™), each of which accounted for approximately 6% of gross premiums written in this segment during 2009.

International Insurance Segment

General

The international insurance segment includes our established direct insurance operations outside of the United
States. It includes our operations in Bermuda, Europe and Asia. Our Bermuda operations underwrite primarily
larger, Fortune 1000 casualty and property risks for accounts domiciled in North America. Our operations in
Europe, with offices in Dublin and London, have focused on mid-sized to large European and multi-national
companies domiciled outside of North America and we are also diversifying toward more middle-market non-North
American accounts. The international insurance segment also encompasses our offices in Asia that were opened in
2009, including our Hong Kong office, which underwrites a variety of primary and excess professional liability
lines and general casualty insurance and accident and health insurance products, and our Singapore office, which
will serve as the company’s hub for all classes of treaty reinsurance business for the region but which did not write
any direct insurance business in 2009 as it received its license at year-end. Our staff in the international insurance
segment is spread among our locations in Bermuda, Europe and Asia because we believe it is important that our
underwriters and claims personnel be physically present in the major insurance markets around the world where we
compete for business.

The chart below illustrates the breakdown of the company’s international insurance gross premiums written by
line of business for the year ended December 31, 2009.

International Insurance by Line of Business
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Products and Customer Base

The casualty business within our international insurance segment focuses primarily on insuring excess layers,
with a median attachment point of $80 million for the large and Fortune 1000 accounts that constitute our core
casualty accounts in this segment. Our international insurance segment utilizes significant gross limit capacity. Our
focus with respect to general casualty products is on complex risks in a variety of industries, including manu-
facturing, energy, chemicals, transportation, real estate, consumer products, medical and healthcare services and
construction. During the year ended December 31, 2009, our general casualty business accounted for 26.5%, or
$147.1 million, of our total gross premiums written in the international insurance segment.

We provide professional liability products such as directors and officers, employment practices, fiduciary and
errors and omissions liability insurance. We offer a diverse mix of coverages for a number of industries including
law firms, technology companies, financial institutions, insurance companies and brokers, municipalities, media
organizations and engineering and construction firms. During the year ended December 31, 2009, our professional
liability business accounted for 32.5%, or $180.6 million, of our total gross premiums written in the international
insurance segment.



Our healthcare underwriters provide risk transfer products to numerous healthcare institutions, such as
hospitals, managed care organizations and healthcare systems. During the year ended December 31, 2009, our
healthcare business accounted for 10.1%, or $56.5 million, of our total gross premiums written in the international
insurance segment.

We offer general property products as well as energy-related products from our underwriting platforms in
Bermuda and Europe. Our international property insurance operations provide direct coverage of physical property
and business interruption coverage for commercial property and energy-related risks. We write solely commercial
coverages and focus on the insurance of the primary risk layer. The types of commercial property risks we cover
include retail chains, real estate, manufacturers, hotels and casinos. During the year ended December 31, 2009, our
general property business (including energy lines) accounted for 30.9%, or $171.7 million, of our total gross
premiums written in the international insurance segment.

Because of the large limits we often deploy for casualty and property business written in the international
insurance segment, we utilize both facultative and treaty reinsurance to reduce our net exposure. For more
information on the reinsurance we purchase for the casualty business and property written in international insurance
segment, see Item 7. “Management’s Discussion and Analysis of Financial Condition and Results of Operations —
Critical Accounting Policies — Ceded Reinsurance.” For more information on our gross premiums written by line
of business in our international insurance segment, see Item 7. “Management’s Discussion and Analysis of
Financial Condition and Results of Operations — Results of Operations — International Insurance Segment —
Comparison of Years Ended December 31, 2009 and 2008 and “— Comparison of Years Ended December 31,
2008 and 2007.”

Distribution

With regard to our international insurance segment, we utilize our relationships with insurance intermediaries
as our principal method for obtaining business. Like our U.S. insurance segment, our international insurance
segment maintains significant relationships with Marsh, Aon and Willis, which accounted for 31%, 24% and 12%,
respectively, of our gross premiums written in this segment during 2009.

Reinsurance Segment
General

Our reinsurance segment includes the reinsurance of property, general casualty, professional liability, specialty
lines and property catastrophe coverages written by other insurance companies. In order to diversify our portfolio
and complement our direct insurance business, we target the overall contribution from reinsurance to be approx-
imately 30% of our total annual gross premiums written.

We presently write reinsurance on both a treaty and a facultative basis, targeting several niche markets
including professional liability lines, specialty casualty, property for U.S. regional insurers, accident and health and
to a lesser extent marine and aviation. Overall, we strive to diversify our reinsurance portfolio through the
appropriate combination of business lines, ceding source, geography and contract configuration. Our primary
customer focus is on highly-rated carriers with proven underwriting skills and dependable operating models.

We determine appropriate pricing either by using pricing models built or approved by our actuarial staff or by
relying on established pricing set by one of our pricing actuaries for a specific treaty. Pricing models are generally
used for facultative reinsurance, property catastrophe reinsurance, property per risk reinsurance and workers
compensation and personal accident catastrophe reinsurance. Other types of reinsurance rely on actuarially-
established pricing. During the year ended December 31, 2009, our reinsurance segment generated gross premiums
written of $465.6 million. On a written basis, our business mix is more heavily weighted to reinsurance during the
first three months of the year. Our reinsurance segment operates from our offices in Bermuda, London, New York,
Singapore and Switzerland.



The chart below illustrates the breakdown of the company’s reinsurance gross premiums written by line of
business for the year ended December 31, 2009.

Reinsurance by Line of Business
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Product Lines and Customer Base

Property, general casualty and professional liability treaty reinsurance is the principal source of revenue for this
segment. The insurers we reinsure are primarily specialty carriers domiciled in the United States or the specialty divisions
of standard lines carriers located there. We focus on niche programs and coverages, frequently sourced from excess and
surplus lines insurers. We established an international treaty unit and began writing non-U.S. accounts in 2003, which
spread the segment’s exposure beyond our original North American focus. In October 2008, we expanded our
international reach by opening an office in Switzerland that offers property, general casualty and professional liability
products throughout Europe, and in November 2009, we expanded our operations into Asia by opening a branch office in
Singapore. During 2009, we added a property underwriting team to our U.S. reinsurance platform. We target a portfolio
of well-rated companies that are highly knowledgeable in their product lines, have the financial resources to execute their
business plans and are committed to underwriting discipline throughout the underwriting cycle.

Our North American property reinsurance treaties protect insurers who write residential, commercial and
industrial accounts where the exposure to loss is chiefly North American. We emphasize monoline, per risk
accounts, which are structured as either quota share or excess-of-loss reinsurance. Monoline reinsurance applies to
one kind of coverage, and per risk reinsurance coverage applies to a particular risk (for example a building and its
contents), rather than on a per accident, event or aggregate basis. Where possible, coverage is provided on a “losses
occurring” basis. We selectively write industry loss warranties where we believe market opportunities justify the
risks. During the year ended December 31, 2009, our property treaty business accounted for 21.6%, or $100.5 mil-
lion of our total gross premiums written in the reinsurance segment.

Our North American general casualty treaties cover working layer, intermediate layer and catastrophe
exposures. We sell both quota share and excess-of-loss reinsurance. We principally underwrite general liability,
auto liability and commercial excess and umbrella liability for both admitted and non-admitted companies. During
the year ended December 31, 2009, our North American general casualty treaty business accounted for 29.7%, or
$138.5 million, of our total gross premiums written in the reinsurance segment.

Our North American professional liability treaties cover several products, primarily directors’ and officers’
liability, but also attorneys’ malpractice, medical malpractice, miscellaneous professional classes and transactional
risk liability. The complex exposures undertaken by this unit demand highly technical underwriting and pricing
modeling analysis. During the year ended December 31, 2009, our professional liability treaty business accounted
for 22.1%, or $102.8 million, of our total gross premiums written in the reinsurance segment.

Our international treaty unit’s portfolio protects U.K. insurers, including Lloyd’s of London syndicates’ and
Continental European companies. While we continue to concentrate on Euro-centric business, we are now writing and
will increasingly expand our capabilities outside of Europe. During the year ended December 31, 2009, the international
treaty unit accounted for 18.1%, or $84.2 million, of our total gross premiums written in the reinsurance segment.
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For our specialty reinsurance business, we underwrite accident and health business, emphasizing catastrophe
personal accident programs and workers compensation catastrophe business. During the year ended December 31,
2009, our specialty reinsurance business accounted for 5.0%, or $23.5 million, of our total gross premiums written
in the reinsurance segment.

Facultative casualty business principally comprises lower-attachment, individual-risk reinsurance covering
automobile liability, general liability and workers compensation risks for many of the largest U.S. property-casualty
and surplus lines insurers. During the year ended December 31, 2009, our facultative reinsurance business
accounted for 3.5%, or $16.1 million, of our total gross premiums written in the reinsurance segment.

For more information on our gross premiums written by line of business in our reinsurance segment, see
Item 7. “Management’s Discussion and Analysis of Financial Condition and Results of Operations — Results of
Operations — Reinsurance Segment — Comparison of Years Ended December 31, 2009 and 2008” and “— Com-
parison of Years Ended December 31, 2008 and 2007.”

Distribution

Due to a number of factors, including transactional size and complexity, the distribution infrastructure of the
reinsurance marketplace is characterized by relatively few intermediary firms. As a result, we have close business
relationships with a small number of reinsurance intermediaries, and our reinsurance segment business during 2009
was primarily with affiliates of Marsh, Aon and Willis accounting for 41%, 38% and 10%, respectively, of total
gross premiums written in this segment during 2009. Due to the substantial percentages of premiums produced in all
of our segments by the top three intermediaries, the loss of business from any one of them could have a material
adverse effect on our business.

Security Arrangements

Allied World Assurance Company, Ltd, our Bermuda insurance and reinsurance company, is not admitted as
an insurer nor is it accredited as a reinsurer in any jurisdiction in the United States. As a result, it is required to post
collateral security with respect to any reinsurance liabilities it assumes from ceding insurers domiciled in the United
States in order for U.S. ceding companies to obtain credit on their U.S. statutory financial statements with respect to
insurance liabilities ceded by them. Under applicable statutory provisions, the security arrangements may be in the
form of letters of credit, reinsurance trusts maintained by trustees or funds-withheld arrangements where assets are
held by the ceding company. For a description of the security arrangements used by us, see Item 7. “Management’s
Discussion and Analysis of Financial Condition and Results of Operations — Liquidity and Capital Resources —
Restrictions and Specific Requirements.”

Enterprise Risk Management

General

While the assumption of risk is inherent in our business, we believe we have developed a strong risk
management culture that is fostered and maintained by our senior management. Our enterprise risk management
(“ERM”) consists of numerous processes and controls that have been designed by our senior management, with
oversight by our Board of Directors, including through its Enterprise Risk Committee, and implemented by
employees across our organization. One key element of our ERM is our economic capital model. Utilizing this
modeling framework, we review the relative interaction between risks impacting us from underwriting through
investment risks. Our ERM supports our firm-wide decision making process by aiming to provide reliable and
timely risk information. Our primary ERM objectives are to:

« protect our capital position,
« ensure that our assumed risks (individually and in the aggregate) are within our firm-wide risk appetite,
» maximize our risk-adjusted returns on capital, and

* manage our earnings volatility.



We have identified the following six major categories of risk within our business:

Underwriting risk:  Encompasses risks associated with entering into insurance and reinsurance transactions
and includes frequency and severity assessments, pricing adequacy issues and exposures posed by new products.
For more information concerning our management of underwriting risk, see “Underwriting Risk Management”
below.

Catastrophe and Aggregate Accumulation risk:  Addresses the organization’s exposure to natural catastro-
phes, such as windstorms or floods, particularly with regard to managing the concentration of exposed insurance
limits within coastal or other areas that are more prone to severe catastrophic events. For more information
concerning our management of catastrophe risk, see “Underwriting Risk Management” below.

Reserving risk:  For companies like ours with a shorter operating history, there is less statistical experience
upon which to base reserve estimates for long-tail business, and the risks associated with over-reserving or under-
reserving are therefore commensurately higher.

Investment risk:  Addresses risks of market volatility and losses associated with individual investments and
investment classes, as well as overall portfolio risk associated with decisions as to asset mix, geographic risk,
duration and liquidity.

Reinsurance risk:  The ceding of policies we write to other reinsurers is a principal risk management activity,
and it requires careful monitoring of the concentration of our reinsured exposures and the creditworthiness of the
reinsurers to which we cede business.

Operational risk: Encompasses a wide range of risks related to our operations, including: corporate
governance, claims settlement processes, regulatory compliance, employment practices and IT exposures (includ-
ing disaster recovery and business continuity planning).

Our risk governance structure includes committees comprised of senior underwriting, actuarial, finance, legal,
investment and operations staff that identify, monitor and help manage each of these risks. Our management-based
Risk Management Committee, chaired by our Chief Risk Officer, focuses primarily on identifying correlations
among our primary categories of risk, developing metrics to assess our overall risk appetite, performing an annual
risk assessment and reviewing continually factors that may impact our organizational risk. This risk governance
structure is complemented by our internal audit department, which assesses the adequacy and effectiveness of our
internal control systems and coordinates risk-based audits and compliance reviews and other specific initiatives to
evaluate and address risk within targeted areas of our business. Our ERM is a fluid process, with periodic updates
being made to reflect organizational processes and the recalibration of our models, as well as staying current with
changes within our industry and the global economic environment.

Our management’s internal ERM efforts are overseen by our Board of Directors, primarily through its
Enterprise Risk Committee. This committee, comprised of independent directors, is charged with reviewing and
recommending to the Board of Directors our overall firm-wide risk appetite as well as overseeing management’s
compliance therewith. Our Enterprise Risk Commiittee reviews our risk management methodologies, standards,
tolerances and risk strategies, and assesses whether management is addressing risk issues in a timely and
appropriate manner. This committee also works in consultation with our Audit Committee, Investment Committee
and Compensation Committee to oversee financial, investment and compensation risks, respectively. Internal
controls and ERM can provide a reasonable but not absolute assurance that our control objectives will be met. The
possibility of material financial loss remains in spite of our ERM efforts.

Underwriting Risk Management

Underwriting insurance and reinsurance coverage, which is our primary business activity, entails the
assumption of risk. Therefore, protecting corporate assets from an unexpected level of loss related to underwriting
activities is a major area of focus. We emphasize careful risk selection by evaluating a potential insured’s risk
management practices, loss history and adequacy of retention. Other factors that go into the effective management
of underwriting risk may differ depending on the line of business involved and the type of account being insured or
reinsured.



In our direct insurance casualty products, we strive to write diverse books of business across a variety of
product lines and industry classes, and we review business concentrations on a regular basis with the objective of
creating balanced portfolios. By maintaining a balanced casualty portfolio, we believe we are less vulnerable to
adverse market changes in any one product or industry. In addition, because of the large limits we often deploy for
casualty business written in the U.S. insurance segment and the international insurance segment, we utilize both
facultative and treaty reinsurance to reduce our net exposure. For more information on the reinsurance we purchase
for the casualty business written in the U.S. insurance and international insurance segments, see Item 7.
“Management’s Discussion and Analysis of Financial Condition and Results of Operations — Critical Accounting
Policies — Ceded Reinsurance.”

In our direct insurance property products, we have historically managed our property catastrophe exposure by
closely monitoring our policy limits in addition to utilizing complex risk models that analyze the locations covered
by each insurance policy enabling us to obtain a more accurate assessment of our property catastrophe exposure. In
addition to our continued focus on aggregate limits and modeled probable maximum loss, we have implemented a
gross exposed policy limits approach that focuses on exposures in catastrophe-prone geographic zones and takes
into consideration flood severity, demand surge and business interruption exposures for each critical area. We seta
maximum amount of gross accumulations we will accept in each zone and restrict our gross exposed policy limits in
each critical property catastrophe zone to an amount consistent with our probable maximum loss and, subsequent to
a catastrophic event, our capital preservation targets. Additionally, for our direct property, workers compensation,
accident and health catastrophe and property reinsurance business, we seek to manage our risk exposure so that our
probable maximum losses for a single catastrophe event, after all applicable reinsurance, in any “one-in-250-year”
event does not exceed approximately 20% of our total capital.

Before we review the specifics of any proposal in our reinsurance segment, we consider the attributes of the
client, including the experience and reputation of its management and its risk management strategy. We also
examine the level of shareholders’ equity, industry ratings, length of incorporation, duration of business model,
portfolio profitability, types of exposures and the extent of its liabilities. To identify, manage and monitor
accumulations of exposures from potential property catastrophes, we employ industry-recognized software.
Our underwriters, actuaries and claims personnel collaborate throughout the reinsurance underwriting process.
For property proposals, we also obtain information on the nature of the perils to be included and the policy
information on all locations to be covered under the reinsurance contract. If a program meets our underwriting
criteria, we then assess the adequacy of its proposed pricing, terms and conditions, and its potential impact on our
profit targets and risk objectives.

Competition

The insurance and reinsurance industry is highly competitive. Insurance and reinsurance companies compete
on the basis of many factors, including premium rates, general reputation and perceived financial strength, the terms
and conditions of the products offered, ratings assigned by independent rating agencies, speed of claims payments
and reputation and experience in risks underwritten.

We compete with major U.S. and non-U.S. insurers and reinsurers, many of which have greater financial,
marketing and management resources than we do. A number of our competitors are Bermuda-based companies that
compete in the same market segments in which we operate. Some of these companies have more capital than our
company. In our direct insurance business, we compete with insurers that provide property and casualty-based lines
of insurance such as: ACE Limited, Arch Capital Group Ltd., Axis Capital Holdings Limited, Chartis Inc. (a
wholly-owned subsidiary of AIG), Chubb, Endurance Specialty Holdings Ltd., Factory Mutual Insurance Com-
pany, HCC Insurance Holdings, Inc., Ironshore Inc., Liberty Mutual Insurance Company, Lloyd’s of London,
Markel Insurance Company, Munich Re Group, The Navigators Group, Inc., OneBeacon Insurance Group, Ltd,
Swiss Re, W.R. Berkeley Corporation, XL Capital Ltd and Zurich Financial Services. In our reinsurance business,
we compete with reinsurers that provide property and casualty-based lines of reinsurance such as: ACE Limited,
Arch Capital Group Ltd., Berkshire Hathaway, Inc., Everest Re Group, Ltd., Harbor Point Limited, Lloyd’s of
London, Montpelier Re Holdings Ltd., Munich Re Group, PartnerRe Ltd., Platinum Underwriters Holdings, Ltd.,
RenaissanceRe Holdings Ltd., Swiss Re, Transatlantic Holdings, Inc. and XL Capital Ltd.
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In addition, risk-linked securities and derivative and other non-traditional risk transfer mechanisms and vehicles

are being developed and offered by other parties, including entities other than insurance and reinsurance companies.
The availability of these non-traditional products could reduce the demand for traditional insurance and reinsurance.

Our Financial Strength Ratings

Ratings are an important factor in establishing the competitive position of insurance and reinsurance
companies. A.M. Best, Moody’s and Standard & Poor’s have each developed a rating system to provide an
opinion of an insurer’s or reinsurer’s financial strength and ability to meet ongoing obligations to its policyholders.
Each rating reflects the rating agency’s opinion of the capitalization, management and sponsorship of the entity to
which it relates, and is neither an evaluation directed to investors in our common shares nor a recommendation to
buy, sell or hold our common shares. A.M. Best ratings currently range from “A+” (Superior) to “F” (In Liquidation)
and include 16 separate ratings categories. Moody’s maintains a letter scale rating from “Aaa” (Exceptional) to
“NP” (Not Prime) and includes 21 separate ratings categories. Standard & Poor’s maintains a letter scale rating
system ranging from “AAA” (Extremely Strong) to “R” (under regulatory supervision) and includes 21 separate
ratings categories. Our principal operating subsidiaries and their respective ratings from A.M. Best, Moody’s and
Standard & Poor’s are provided in the table below.

Rated “A” Rated “A2” Rated “A-”
(Excellent) from (Good) from (Strong) from

Subsidiary A.M. Best(1) Moody’s(2) Standard & Poor’s(3)
Allied World Assurance Company, Ltd. . ...... X X X
Allied World Assurance Company (U.S.) Inc. X X X
Allied World National Assurance Company . . . . X X X
Allied World Reinsurance Company. . ........ X X X
Darwin National Assurance Company . ....... X — —
Darwin Select Insurance Company. .......... X — —
Allied World Assurance Company (Europe)

Limited .. ............. ... ... . X — X
Allied World Assurance Company (Reinsurance)

Limited . .. ... ... X —_ X

(1) Third highest of 16 available ratings from A .M. Best.
(2) Sixth highest of 21 available ratings from Moody’s.
(3) Seventh highest of 21 available ratings from Standard & Poor’s.

In addition, our $500 million aggregate principal amount of senior notes were assigned a senior unsecured debt
rating of bbb by A.M. Best (fourth of eight A.M. Best debt rating categories); a rating of BBB by Standard & Poor’s
(fourth of 10 debt rating categories) and Baal (fourth of 9 debt rating categories) by Moody’s. These ratings are subject
to periodic review, and may be revised upward, downward or revoked, at the sole discretion of the rating agencies.

Reserve for Losses and Loss Expenses

We are required by applicable insurance laws and regulations in the countries in which we operate and
accounting principles generally accepted in the United States (“U.S. GAAP”) to establish loss reserves to cover our
estimated liability for the payment of all losses and loss expenses incurred with respect to premiums earned on the
policies and treaties that we write. These reserves are balance sheet liabilities representing estimates of losses and
loss expenses we are required to pay for insured or reinsured claims that have occurred as of or before the balance
sheet date. It is our policy to establish these losses and loss expense reserves using prudent actuarial methods after
reviewing all information known to us as of the date they are recorded. For more specific information concerning the
statistical and actuarial methods we use to estimate ultimate expected losses and loss expenses, see Item 7.
“Management’s Discussion and Analysis of Financial Condition and Results of Operations — Critical Accounting
Policies — Reserve for Losses and Loss Expenses.”
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The following tables show the development of gross and net reserves for losses and loss expenses, respectively.
The tables do not present accident or policy year development data. Each table begins by showing the original year-
end reserves recorded at the balance sheet date for each of the years presented (“as originally estimated”). This
represents the estimated amounts of losses and loss expenses arising in all prior years that are unpaid at the balance
sheet date, including reserves for losses incurred but not reported (“IBNR”). The re-estimated liabilities reflect
additional information regarding claims incurred prior to the end of the preceding financial year. A (redundancy) or
deficiency arises when the re-estimation of reserves recorded at the end of each prior year is (less than) or greater
than its estimation at the preceding year-end. The cumulative (redundancies) or deficiencies represent cumulative
differences between the original reserves and the currently re-estimated liabilities over all prior years. Annual
changes in the estimates are reflected in the consolidated statement of operations and comprehensive income for
each year, as the liabilities are re-estimated.

The lower sections of the tables show the portions of the original reserves that were paid (claims paid) as of the
end of subsequent years. This section of each table provides an indication of the portion of the re-estimated liability
that is settled and is unlikely to develop in the future. For our quota share treaty reinsurance business, we have
estimated the allocation of claims paid to applicable years based on a review of large losses and earned premium
percentages.

Development of Reserve for Losses and Loss Expenses
Cumulative Deficiency (Redundancy)

Gross Losses

Year Ended December 31,
2001 2002 2003 2004 2005 2006 2007 2008V 2009
($ in thousands)

As Originally Estimated: . . . .. ... $213 $310,508 $1,058,653 $2,037.124 $3.405,407 $3.636,997 $3,919.772 $4,576.828 $4.761.772
Liability Re-estimated as of:

One Year Later. . . .. .......... 213 253,691 979,218 1,929,571 3,318359 3469216 3.537.721 4.290.335
Two Years Later . . ... ......... 213 226,943 896,649 1,844,258 3.172,105 3,137.712 3,202,129

Three Years Later . . . .......... 213 217,712 842976 1,711,212 2.837,384 2.801.154

Four Years Later . . . . .......... 213 199,860 809.117 1,503,070 2,501,523

Five Years Later . . . ... ........ 213 205432 704,436 1,295,592

Six Years Later. . ... .......... 213 196,495 626,588

Seven Years Later . .. ... ....... 213 179,752

Fight Years Later .. ........... 213

Cumulative (Redundancy) . . .. ... —  (130,756) (432,065) (741.532) (903,884) (835.843) (717.643)7 (286.493)
Cumulative Claims Paid as of:

One Year Later. . .. ........... — 54,288 138,793 372,823 712,032 544,180 561,386 574,823
Two Years Later . . .. .......... — 83,465 237,394 571,149 1,142.878 962,971 921,819

Three Years Later . . ... ........ — 100,978 300,707 721,821 1434437 1,213,389

Four Years Later . . . ... ........ 18 124,109 371,638 838,807 1,575,663

Five Years Later . . ... ......... 18 163,516 437950 906,270

Six Years Later. . . ............ 18 180,580 469,208

Seven Years Later . . . ... .. ... 18 191,577

Eight Years Later .. ........... 18

(1) Reserve for losses and loss expenses includes the reserves for losses and loss expenses of Finial Insurance
Company (renamed Allied World Reinsurance Company), which we acquired in February 2008, and Darwin,
which we acquired in October 2008.

(2) The cumulative (redundancy) on the original balance as of December 31,2007 includes reserve development of
Darwin subsequent to our acquisition of the company.

(3) The cumulative claims paid includes paid development of Finial Insurance Company and Darwin subsequent to
our acquisition of each company.
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Development of Reserve for Losses and Loss Expenses
Cumulative Deficiency (Redundancy)

Gross Losses

Year Ended December 31,
2001 2002 2003 2004 2005 2006 2007 2008

Liability Re-estimated as of:

One Year Later. . ... .. ... ... ... ... ... 100% 82% 9% 95% 97% 95% 90% 94%
Two Years Later . . . ... ...t 100% 73% 85% 91% 93% 86% 82%

Three Years Later . . ... .. ... ... .. . .. ... ... 100%  70% 80% 84% 83% 77%

Four Years Later. . . .. .. ... ... . ... 100% 64% T6% T4% 73%

Five Years Later . . .. ... ... .. .. i 100% 66% 67%  64%

Six Years Later. . ... . oo i e 100% 63%  59%

Seven Years Later . . . .. ... .t 100%  58%

Eight Years Later . .. ........ .. ... ... 100%

Cumulative (Redundancy). . . . ................... — @)% @1H% (GB6)% QNH% (23)% (18)% (6)%

Gross Loss and Loss Expense Cumulative Paid as a
Percentage of Originally Estimated Liability

Cumulative Claims Paid as of:

One Year Later. . .. ... .. ... . . i 0% 17% 13% 18%  21% 15% 14% 13%
Two Years Later . . . ... ... ... ... .. 0% 27% 22% 28% 34% 26% 24%

Three Years Later . . . . . ..o i it e e 0% 33% 28% 35% 42% 33%

Four Years Later . . . .. .. ... ... ... 8%  40% 35% 41% 46%

Five Years Later . .. ... .. ... . .. . .. 8% 53% 41% 44%

Six Years Later. . . . .. . ... 8%  58% 44%

Seven Years Later . . . .. ... .. ... ... ... 8% 62%

Eight Years Later . . ... ....... .. ... ... ........ 8%

Losses Net of Reinsurance

December 31,
2001 2002 2003 2004 2005 2006 2007 2008V 2009
($ in thousands)

As Originally Estimated: . . . . ... .. $213  $299,946 $964.810 $1,777,953 $2,688,526 $2,947.892 $3,237,007 $3,688,514 $3.841,781
Liability Re-estimated as of:

One Year Later. . . .. ........... 213 243,129 885375 1,728,868 2,577,808 2,824,815 2,956,912 3,440,522
Two Years Later . ... ........... 213 216,381 830,969 1,626,334 2474788 2,570,194 2,676,727

Three Years Later . . ... ......... 213 207,945 771,781 1,528,620 2,215,504 2,287,575

Four Years Later . . .. .. ......... 213 191,471 745289 1,338,931 1,921,279

Five Years Later . ... ........... 213 197,656 649,305 1,147,207

Six Years Later. . .. ............ 213 188,733 575,639

Seven Years Later . . . ........... 213 172,219

Eight Years Later .. ............ 213

Cumulative (Redundancy) . . . ... .. —  (127,737) (389,171) (630,746) (767,247) (660,317) (560,280)® (247,992)
Cumulative Claims Paid as of:

One Year Later. . . . ............ — 52,077 133,286 305,083 455,079 365,251 395,163 415,901
Two Years Later . . .. .. ......... — 76,843 214,384 478,788 747,253 674,263 661,280

Three Years Later . .. ........... —_ 93,037 271471 620,760 973,091 859,380

Four Years Later. . .. ........... 18 116494 342,349 728246 1,073,256

Five Years Later . . ... ... ....... 18 155,904 407,163 778,052

Six Years Later. . . . ......... ... 18 172974 425,805

Seven Years Later . . . ........... 18 176,390

Eight Years Later .. ............ 18

(1) Reserve for losses and loss expenses net includes the reserves for losses and loss expenses of Finial Insurance
Company (renamed Allied World Reinsurance Company), which we acquired in February 2008, and Darwin,
which we acquired in October 2008.
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(2) The cumulative (redundancy) on the original balance as of December 31, 2007 includes reserve development of
Darwin subsequent to our acquisition of the company.

(3) The cumulative claims paid includes paid development of Finial Insurance Company and Darwin subsequent to
our acquisition of each company.

Losses Net of Reinsurance

Year Ended December 31,
2001 2002 2003 2004 2005 2006 2007 2008

Liability Re-estimated as of:

One Year Later. . . . v v v ottt e e 100% 81% 92% 97% 96% 96% 91% 93%
Two Years Later . . . ... .ot 100% 72% 86% 91%  9N2% 8% 83%

Three Years Later . . .. . .ot i it 100%  69% 80% 86% 82% 78%

Four Years Later. . . . ... ..o 100%  64% T7%  75% T1%

Five Years Later . . . . ... ... 100% 66% 67% 65%

Six Years Later. . . ... .. .. 100% 63%  60%

Seven Years Later . . .. . . o 100% 57%

Eight Years Later . . ... ....... ... ... 100%

Cumulative (Redundancy). . . . ................... — 43)% (40)% (35% 29% Q22)% (1N% (1%

Net Loss and Loss Expense Cumulative Paid as a
Percentage of Originally Estimated Liability

Cumulative Claims Paid as of:

One Year Later. . . . .. oo oot e e e e 0% 17% 14% 17% 17% 12% 12% 11%
Two Years Later . . . .. ... .. 0% 26% 22% 27% 28% 23% 20%

Three Years Later . . . . .. oo v ittt 0% 31% 28% 35% 36% 29%

Four Years Later. . . . . .o v v i it e i e i e e 8% 39% 35% 4%  40%

Five Years Later . . . . . .o v i it 8% 52% 42% 44%

Six Years Later. . . . ... oo oo e 8% 58% 44%

Seven Years Later . . . . . . .o oo it 8% 59%

Eight Years Later ... ... ......... ... ... .. ... 8%
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The table below is a reconciliation of the beginning and ending liability for unpaid losses and loss expenses for
the years ended December 31, 2009, 2008 and 2007. Losses incurred and paid are reflected net of reinsurance
recoveries.

Year Ended December 31,

2009 2008 2007
($ in thousands)

Gross liability at beginning of year. . ................ $4,576,828  $3,919,772  $3,636,997
Reinsurance recoverable at beginning of year ... ....... (888,314) (682,765) (689,105)
Net liability at beginning of year . .................. 3,688,514 3,237,007 2,947,892
Acquisition of net reserve for losses and loss expenses . . . — 298,927 —
Net losses incurred related to:
CUITENE YEAT . . v v v e et et e e e e e e e 852,052 921,217 805,417
PriOr YEAIS. . . oo e et (247,992) (280,095) (123,077)
Total incurred . ... ..ot e 604,060 641,122 682,340
Net paid losses related to:
CULTENE YEAT . . v vttt et et enae 42,320 79,037 32,599
PriOT YEars. . ..o ottt 415,901 395,163 365,251
Total paid .. oot 458,221 474,200 397,850
Foreign exchange revaluation . ... .................. 7,428 (14,342) 4,625
Net liability atend of year. . ...................... 3,841,781 3,688,514 3,237,007
Reinsurance recoverable at end of year. . ............. 919,991 888,314 682,765
Gross liability atend of year . ........... ... ....... $4.761,772  $4,576,828  $3,919,772

Investments

Investment Strategy and Guidelines

We believe that we follow a conservative investment strategy designed to emphasize the preservation of our
invested assets and provide adequate liquidity for the prompt payment of claims. To help ensure adequate liquidity
for payment of claims, we take into account the maturity and duration of our investment portfolio and our general
liability profile. In making investment decisions, we consider the impact of various catastrophic events to which we
may be exposed. Our portfolio therefore consists primarily of investment-grade, fixed-maturity securities of
short-to-medium term duration. As of December 31, 2009, these securities, along with cash and cash equivalents,
represented 95% of our total investments and cash and cash equivalents, with the remainder invested in non-
investment grade securities, hedge funds and other alternative investments. According to our current Investment
Policy Statement, we may invest up to 10% of our investment portfolio in alternative investments, including public
and private equities, preferred equities, non investment grade investments and hedge funds.

In an effort to meet business needs and mitigate risks, our investment guidelines provide restrictions on our
portfolio’s composition, including limits on the type of issuer, sector limits, credit quality limits, portfolio duration,
limits on the amount of investments in approved countries and permissible security types. We may direct our
investment managers to invest some of the investment portfolio in currencies other than the U.S. dollar based on the
business we have written, the currency in which our loss reserves are denominated on our books or regulatory
requirements.

Our investment performance is subject to a variety of risks, including risks related to general economic
conditions, market volatility, interest rate fluctuations, liquidity risk and credit and default risk. Investment

guideline restrictions have been established in an effort to minimize the effect of these risks but may not always be
effective due to factors beyond our control. Interest rates are highly sensitive to many factors, including
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governmental monetary policies, domestic and international economic and political conditions and other factors
beyond our control. A significant increase in interest rates could result in significant losses, realized or unrealized,
in the value of our investment portfolio. Additionally, with respect to some of our investments, we are subject to
prepayment and therefore reinvestment risk. Alternative investments, such as our hedge fund investments, subject
us to restrictions on sale, transfer and redemption, which may limit our ability to withdraw funds or realize on such
investments for some period of time after our initial investment. The values of, and returns on, such investments may
also be more volatile.

Investment Committee and Investment Managers

The Investment Committee of our Board of Directors has approved an investment policy statement that
contains investment guidelines and supervises our investment activity. The Investment Committee regularly
monitors our overall investment results, compliance with investment objectives and guidelines, and ultimately
reports our overall investment results to the Board of Directors.

For our fixed income assets we have engaged affiliates of the Goldman Sachs Funds and two other investment
managers to provide us with certain discretionary investment management services. We have agreed to pay
investment management fees based on the market values of the investments in the portfolio. The fees, which vary
depending on the amount of assets under management, are included as a deduction to net investment income. These
investment management agreements may generally be terminated by either party upon 30 days prior written notice.

Our Portfolio
Composition as of December 31, 2009

As of December 31, 2009, our aggregate invested assets totaled approximately $7.5 billion. Total investments
and cash and cash equivalents include cash and cash equivalents, restricted cash, fixed-maturity securities and
hedge fund investments. The average credit quality of our investments is rated AA by Standard & Poor’s and Aa2 by
Moody’s. Short-term instruments must be rated a minimum of A-1/P-1. The target duration range is 1.75 to
4.25 years. The portfolio has a total return rather than income orientation. As of December 31, 2009, the average
duration of our investment portfolio was 3.0 years and there were approximately $149.8 million of net unrealized
gains in the portfolio, net of applicable tax.
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The following table shows the types of securities in our portfolio, their fair market values, average rating and

portfolio percentage as of December 31, 2009.
As of December 31, 2009

Average Portfolio
Fair Value Rating Percentage

($ in thousands)

Type of Investment

Cash and cash equivalents. . . ........... ... ....t.n.. $ 379,751 AAA 5.0%
U.S. government SECUrities . ............c..ounueeon. 820,756 AAA 10.9%
U.S. government agencies . . . .. ...ttt 557,809 AAA 7.4%
Non-U.S. government securities. . ... ...........c...v.... 511,001 AAA 6.8%
Mortgage-backed securities:
Agency mortgage-backed securities . .. ... oL 876,297 AAA 11.6%
Non-agency residential mortgage-backed securities .......... 237,021 AA 3.1%
Non-agency residential mortgage-backed securities-non-
investment grade strategy . ........... ... 184,867 B+ 2.5%
Commercial mortgage-backed securities . ................. 423,069 AAA 5.6%
Total mortgage-backed securities . . .................... 1,721,254 22.8%
Corporate securities:
Financial Institutions . . . . . v v vt v e et e e e e 1,300,461 AA— 17.3%
IndustrialS . . . . oot e 1,117,938 A 14.8%
UHHEES. « o oottt e e e e e 166,186  BBB+ 2.2%
Total corporate Securities . . . . ... .vvv v 2,584,585 34.3%
Asset-backed securities:
Credit card receivables .. ... . ... 80,466 AAA 1.1%
Automobile loan receivables . ... ... ... .o 163,897 AAA 2.2%
Collateralized loan obligations. . ............ .. ... . 133,251 AAA 1.8%
OtheT .« . o ot 155,157 AAA 2.0%
Total asset-backed securities . ..........c. ... 532,771 7.1%
State, municipalities and political subdivisions. .. ........... 243,218 AA+ 3.2%
Hedgefunds . ... 184,725 N/A 2.5%
Equity Securities . . . . ...t 144 N/A _ 0.0%
Total investment portfolio . ........... ... ... ....... $7.,536,014 100.0%

For more information on the securities in our investment portfolio, please see Item 7. “Management’s
Discussion and Analysis of Financial Condition and Results of Operations-Fair Value of Financial Instruments”.
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Ratings as of December 31, 2009

The investment ratings (provided by Standard & Poor’s and Moody’s) for fixed maturity securities held as of
December 31, 2009 and the percentage of our total fixed maturity securities they represented on that date were as
follows:

Percentage
of Total
Amortized Fair Fair
Cost Value Value
($ in millions)
Ratings

U.S. government and government agencies. . . .............. 1,352.3 1,378.6 19.8%
AAA/Aaa . ... 3,023.7 3,076.1 44.1%
AATAQ 664.7 684.3 9.8%
ATA 1,303.3 1,347.6 19.3%
BBB/Baa . ... 291.6 318.2 4.6%
BB 31.3 34.8 0.5%
B B 22.6 24.4 0.4%
CCCHand below. . ..o e 103.1 107.4 1.5%
Total. . . $6,792.6  $6,971.4 100.0%

Maturity Distribution as of December 31, 2009

The maturity distribution for fixed maturity securities held as of December 31, 2009 was as follows:

Percentage
of Total
Amortized Fair Fair
Cost Value Value
($ in millions)
Maturity
Due within one year .. ......... ... uiirininennon.. $ 1531 § 1563 2.2%
Due after one year through five years. . . .................. 3,125.6 3,221.7 46.3%
Due after five years through ten years . ................... 1,133.1 1,166.9 16.7%
Due afterten years ... ........ .. ... . 163.3 172.4 2.5%
Mortgage-backed securities . .. .......... ... 1,689.3 1,721.3 24.7%
Asset-backed securities . . ... ... ... 528.2 532.8 7.6%
Total. .o $6,792.6  $6,971.4 100.0%
Investment Returns for the Year Ended December 31, 2009
Our investment returns for year ended December 31, 2009:
Net INVESHMENt INCOME. . . .« v vttt e e et et e e e e e e e e e e e e 300.7
Net realized investment SaiNS. . . . ... oottt ittt e 126.4
Net change in unrealized gains. . .. ... ... .. .. 181.1
Net impairment charges recognized in €arnings. . . . . ... ... .....uuuueeeeeenenoe... (49.6)
Total net investment TEIUIN. . . . . . ..ottt e et e e e e e 558.6
Total return’!) . . 7.9%
Effective annualized yield™® . . .. ... ... . 4.2%



(1) Total return for our investment portfolio is calculated using beginning and ending market values adjusted for
external cash flows and includes the net change in unrealized gains and losses.

(2) Effective annualized yield is calculated by dividing net investment income by the average balance of aggregate
invested assets, on an amortized cost basis.

Our Principal Operating Subsidiaries

Allied World Assurance Company, Ltd is a registered Class 4 Bermuda insurance and reinsurance company
that began operations in November 2001. Senior management of Allied World Assurance Company, Ltd are located
in our Bermuda headquarters.

Allied World Assurance Company (Europe) Limited was incorporated as a wholly-owned subsidiary of Allied
World Assurance Holdings (Ireland) Ltd and has been approved to carry on business in the European Union from its
office in Ireland since October 2002 and from a branch office in London since May 2003. Since its formation, Allied
World Assurance Company (Europe) Limited has written business originating from Ireland, the United Kingdom
and Continental Europe. Allied World Assurance Company (Reinsurance) Limited was incorporated as a wholly-
owned subsidiary of Allied World Assurance Holdings (Ireland) Ltd and has been approved to carry on business in
the European Union from its office in Ireland since July 2003, from a branch office in London since August 2004
and from a branch office in Zug, Switzerland since October 2008. We include the business produced by this entity in
our international insurance segment even though the majority of coverages are structured as facultative reinsurance.

We write insurance in the United States primarily through four subsidiaries, Allied World Assurance Company
(U.S.) Inc. and Allied World National Assurance Company, which we acquired in J uly 2002, and Darwin National
Assurance Company and Darwin Select Insurance Company, which we acquired in October 2008. These companies
are authorized or eligible to write insurance on both a surplus lines and admitted basis throughout the United States.
In February 2008, we acquired Allied World Reinsurance Company through which we write our U.S. reinsurance
business.

The activities of Newmarket Administrative Services (Bermuda), Ltd, Newmarket Administrative Services
(Ireland) Limited and Newmarket Administrative Services, Inc. are limited to providing certain administrative
services to various subsidiaries of Holdings.

Our Employees

As of February 22, 2010, we had a total of 665 full-time employees, of which 163 worked in Bermuda, 424 in
the United States, 63 in Europe, and 15 in Hong Kong and Singapore. We believe that our employee relations are
good. No employees are subject to collective bargaining agreements.

Regulatory Matters

General

The business of insurance and reinsurance is regulated in most countries, although the degree and type of
regulation varies significantly from one jurisdiction to another. Our insurance and reinsurance subsidiaries are
required to comply with a wide variety of laws and regulations applicable to insurance and reinsurance companies,
both in the jurisdictions in which they are organized and where they sell their insurance and reinsurance products.
The insurance regulatory environment has become subject to increased scrutiny in many jurisdictions globally. We
require our employees to take and attend ethical behavior training on various regulatory and other matters on at least
an annual basis.

Bermuda

The Insurance Act 1978 of Bermuda and related regulations, as amended (the “Insurance Act”), regulates the
insurance and reinsurance business of Allied World Assurance Company, Ltd. The Insurance Act provides that no
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person may carry on any insurance business in or from within Bermuda unless registered as an insurer by the
Bermuda Monetary Authority (the “BMA”). Allied World Assurance Company, Ltd has been registered as a Class 4
insurer by the BMA and approved to carry on general insurance and reinsurance business. Allied World Assurance
Company Holdings, Ltd and Allied World Assurance Holdings (Ireland) Ltd are holding companies and Newmarket
Administrative Services (Bermuda), Ltd is a services company that do not carry on any insurance or reinsurance
business, and as such each is not subject to Bermuda insurance regulations; however, like all Bermuda companies,
they are subject to the provisions and regulations of the Companies Act 1981 of Bermuda, as amended (the
“Companies Act”). The Insurance Act imposes solvency and liquidity standards and auditing and reporting
requirements on Bermuda insurance and reinsurance companies and grants the BMA powers to supervise,
investigate, require information and the production of documents and intervene in the affairs of these companies.

The following are some significant aspects of the Bermuda insurance and reinsurance regulatory framework:

Solvency and Capital Standards. As a Class 4 insurer, Allied World Assurance Company, Ltd is
required to maintain minimum solvency standards and to hold available statutory capital and surplus equal to
or exceeding the enhanced capital requirements as determined by the BMA under the Bermuda Solvency
Capital Requirement model (“BSCR model”). The BSCR model is a risk-based capital model that provides a
method for determining an insurer’s capital requirements (statutory capital and surplus) taking into account the
risk characteristics of different aspects of the company’s business. The minimum solvency margin Allied
World Assurance Company, Ltd is required to maintain is equal to the greatest of (1) $100,000,000, (2) 50% of
net premiums written (being gross premiums written less any premiums ceded, but the company may not
deduct more than 25% of gross premiums written when computing net premiums written) and (3) 15% of net
losses and loss expense reserves.

Liquidity. Allied World Assurance Company, Ltd must maintain a minimum liquidity ratio at least
equal to the value of its relevant assets at not less than 75% of the amount of its relevant liabilities.

Dividends.  Allied World Assurance Company, Ltd is prohibited from declaring or paying any dividends
during any financial year it is, or would be after such dividend, in breach of its minimum solvency margin,
minimum liquidity ratio or enhanced capital requirements. Allied World Assurance Company, Ltd is also
prohibited, without prior BMA approval, from declaring or paying in any financial year dividends of more than
25% of its total statutory capital and surplus or from reducing by 15% or more its total statutory capital. Under
the Companies Act, Allied World Assurance Company Holdings, Ltd and each of its Bermuda subsidiaries
may not declare or pay a dividend if such company has reasonable grounds for believing that it is, or would
after the payment be, unable to pay its liabilities as they become due, or that the realizable value of its assets
would thereby be less than the aggregate of its liabilities and its issued share capital and share premium
accounts.

Principal office and representatives. Allied World Assurance Company, Ltd must maintain a principal
office and appoint a principal representative, loss reserve specialist and independent auditor approved by the
BMA.

Annual filings. Allied World Assurance Company, Ltd must file annually with the BMA financial
statements prepared in accordance with U.S. GAAP, statutory financial statements and a statutory financial
return,

Currency matters. As the BMA has classified each of our Bermuda subsidiaries as non-residents of
Bermuda, these subsidiaries may engage in transactions in currencies other than Bermuda dollars and there are
no restrictions on our ability to transfer funds (other than funds denominated in Bermuda dollars) in and out of
Bermuda or to pay dividends to U.S. residents who are holders of our common shares.

Shareholder notification requirements. The BMA also requires written notification from any person
who, directly or indirectly, becomes a holder of at least 10%, 20%, 33% or 50% of the voting shares of Allied
World Assurance Company Holdings, Ltd by the later of 45 days of becoming such a holder or 30 days from
the date they have knowledge of having such a holding. The BMA may object to such a person if it appears to
the BMA that the person is not fit and proper to be such a holder and/or require the shareholder to reduce its
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holdings or voting rights. A person that does not comply with such a notice or direction from the BMA will be
guilty of an offense.

If it appears to the BMA that there is a risk of Allied World Assurance Company, Ltd becoming insolvent, or
that Allied World Assurance Company, Ltd is in breach of the Insurance Act or any conditions imposed upon its
registration, the BMA may take numerous restrictive actions to protect the public interest, including cancelling our
registration under the Insurance Act.

Ireland

Allied World Assurance Company (Europe) Limited is authorized as a non-life insurance undertaking and is
regulated by the Irish Financial Services Regulatory Authority (the “Irish Financial Regulator”) pursuant to the
Insurance Acts 1909 to 2000, the Central Bank and Financial Services Authority of Ireland Acts 2003 and 2004, and
all statutory instruments relating to insurance made or adopted under the European Communities Acts 1972 to 2009
(the “Irish Insurance Acts and Regulations™). The Third Non-Life Directive of the European Union (the “Non-Life
Directive”) established a common framework for the authorization and regulation of non-life insurance under-
takings within the European Union. The Non-Life Directive permits non-life insurance undertakings authorized in a
member state of the European Union to operate in other member states of the European Union either directly from
the home member state (on a freedom to provide services basis) or through local branches (by way of permanent
establishment). Allied World Assurance Company (Europe) Limited operates a branch office in the United
Kingdom on a freedom to provide services basis in other European Union member states.

Allied World Assurance Company (Reinsurance) Limited is regulated by the Irish Financial Regulator
pursuant to the provisions of the European Communities (Reinsurance) Regulations 2006 (which transposed the
E.U. Reinsurance Directive into Irish law) and operates branches in London, England and Zug, Switzerland.
Pursuant to the provisions of these regulations, reinsurance undertakings may, subject to the satisfaction of certain
formalities, carry on reinsurance business in other European Union member states either directly from the home
member state (on a freedom to provide services basis) or through local branches (by way of permanent
establishment).

United States

Our U.S. insurance and reinsurance subsidiaries are admitted or surplus line eligible in all 50 states and the
District of Columbia. Allied World Assurance Company (U.S.) Inc. is admitted in three states, including Delaware,
its state of domicile, surplus lines eligible in 48 jurisdictions, including the District of Columbia, and an accredited
reinsurer in over 38 jurisdictions, including the District of Columbia. Allied World National Assurance Company is
admitted in 43 jurisdictions, including New Hampshire, its state of domicile, surplus lines eligible in three states and
an accredited reinsurer in one state. Allied World Reinsurance Company is admitted to write insurance and
reinsurance in all 50 states, including New Hampshire, its state of domicile, and the District of Columbia. Darwin
National Assurance Company is domiciled in Delaware and admitted to write in all other U.S. jurisdictions except
Arkansas, Darwin Select Insurance Company, which is an Arkansas company, is admitted in that state and is an
eligible surplus lines writer in all other states and the District of Columbia, and Vantapro Specialty Insurance
Company, which is an Arkansas company, is currently admitted only in Arkansas and Illinois.

Our U.S. admitted and authorized insurers and reinsurers are subject to considerable regulation and super-
vision by state insurance regulators. The extent of regulation varies but generally has its source in statutes that
delegate regulatory, supervisory and administrative authority to a department of insurance in each state. Among
other things, state insurance commissioners regulate insurer solvency standards, insurer and agent licensing,
authorized investments, premium rates, restrictions on the size of risks that may be insured under a single policy,
loss and expense reserves and provisions for unearned premiums, and deposits of securities for the benefit of
policyholders. The states’ regulatory schemes also extend to policy form approval and market conduct regulation. In
addition, some states have enacted variations of competitive rate making laws, which allow insurers to set premium
rates for certain classes of insurance without obtaining the prior approval of the state insurance department. State
insurance departments also conduct periodic examinations of the affairs of authorized insurance companies and
require the filing of annual and other reports relating to the financial condition of companies and other matters.
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Holding Company Regulation. Our U.S. insurance subsidiaries are subject to regulation under the insurance
holding company laws of certain states. The insurance holding company laws and regulations vary by state, but
generally require admitted insurers that are subsidiaries of insurance holding companies to register and file with
state regulatory authorities certain reports including information concerning their capital structure, ownership,
financial condition and general business operations. Generally, all transactions involving the insurers in a holding
company system and their affiliates must be fair and, if material, require prior notice and approval or non-
disapproval by the state insurance department.

State insurance holding company laws typically place limitations on the amounts of dividends or other
distributions payable by insurers. These limitations vary by state, but generally are based on statutory surplus,
statutory net income and investment income. Delaware allows us to pay ordinary dividends without the prior
approval of its insurance commissioner so long as the dividend is paid out of earned surplus (as defined under
Delaware law). New Hampshire requires 15 days notice to its insurance commissioner prior to paying an ordinary
dividend, provided that our surplus with regard to policyholders following such dividend payment would be
adequate and could not lead to a hazardous financial condition. Arkansas allows us to pay ordinary dividends upon
ten business days prior notice to its insurance commissioner. For extraordinary dividends, each state requires
30 days prior notice to and non-disapproval of its insurance commissioner before being declared. An extraordinary
dividend generally includes any dividend whose fair market value together with that of other dividends or
distributions made within the preceding 12 months exceeds the greater of: (1) 10% of the insurer’s surplus as regards
policyholders as of December 31 of the prior year, or (2) the net income of the insurer, not including realized capital
gains, for the 12-month period ending December 31 of the prior year, but does not include pro rata distributions of
any class of the insurer’s own securities.

State insurance holding company laws also require prior notice and state insurance department approval of
changes in control of an insurer or its holding company. Under the insurance laws of Delaware, New Hampshire and
Arkansas, any beneficial owner of 10% or more of the outstanding voting securities of an insurance company or its
holding company is presumed to have acquired control, unless this presumption is rebutted.

Guaranty Fund Assessments.  Virtually all states require admitted insurers to participate in various forms of
guaranty associations in order to bear a portion of the loss suffered by certain insureds caused by the insolvency of
other insurers. Depending upon state law, insurers can be assessed an amount that is generally equal to between 1%
and 2% of the annual premiums written for the relevant lines of insurance in that state to pay the claims of insolvent
insurers. Most of these assessments are recoverable through premium rates, premium tax credits or policy
surcharges.

Involuntary Pools. In the states where they are admitted, our insurance subsidiaries are also required to
participate in various involuntary assigned risk pools, principally involving workers compensation and automobile
insurance, which provide various insurance coverages to individuals or other entities that otherwise are unable to
purchase such coverage in the voluntary market. Participation in these pools in most states is generally in proportion
to voluntary writings of related lines of business in that state.

Risk-Based Capital. U.S. insurers are also subject to risk-based capital (or RBC) guidelines that provide a
method to measure the total adjusted capital (statutory capital and surplus plus other adjustments) of insurance
companies taking into account the risk characteristics of the company’s investments and products. The RBC
formulas establish capital requirements for four categories of risk: asset risk, insurance risk, interest rate risk and
business risk. As of December 31, 2009, all of our U.S. insurance and reinsurance subsidiaries had adjusted capital
in excess of amounts requiring company or regulatory action.

NAIC Ratios. The National Association of Insurance Commissioners (“NAIC”) Insurance Regulatory
Information System, or IRIS, was developed to help state regulators identify companies that may require special
attention. IRIS is comprised of statistical and analytical phases consisting of key financial ratios whereby financial
examiners review annual statutory basis statements and financial ratios. Each ratio has an established “usual range”
of results and assists state insurance departments in executing their statutory mandate to oversee the financial
condition of insurance companies. As of December 31, 2009, none of our U.S. insurance and reinsurance
subsidiaries had an IRIS ratio range warranting any regulatory action.
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Surplus Lines Regulation. The regulation of our U.S. subsidiaries’ excess and surplus lines insurance
business differs significantly from their regulation as admitted or authorized insurers. These companies are subject
to the surplus lines regulation and reporting réquirements of the jurisdictions in which there are eligible to write
surplus lines insurance. Allied World Assurance Company (U.S.) Inc. and Darwin Select Insurance Company,
which conduct business on a surplus lines basis in a particular state, are generally exempt from that state’s guaranty
fund laws and from participation in its involuntary pools. Although surplus lines business is generally less regulated
than the admitted market, strict regulations apply to surplus lines placements under the laws of every state, and the
regulation of surplus lines insurance may undergo changes in the future. Federal and/or state measures may be
introduced and promulgated that would result in increased oversight and regulation of surplus lines insurance.

Switzerland

Allied World Assurance Company (Reinsurance) Limited operates a branch office in Switzerland. As it is
domiciled outside of Switzerland, it is not required to be licensed by the Swiss insurance regulatory authority.

Asia

In March 2009, Allied World Assurance Company, Ltd received regulatory approval from the Office of the
Insurance Commissioner in Hong Kong to operate as a branch office from which it conducts general insurance
business in certain specified classes under Section 8 of the Insurance Companies Ordinance.

In December 2009, Allied World Assurance Company, Ltd received regulatory approval from the Monetary
Authority of Singapore to operate a branch office from which it conducts general insurance and reinsurance
business under Section 8 of the Insurance Act.

Item 1A. Risk Factors.

Factors that could cause our actual results to differ materially from those in the forward-looking statements
contained in this Annual Report on Form 10-K and other documents we file with the SEC include the following:

Risks Related to Our Company

Downgrades or the revocation of our financial strength ratings would affect our standing among brokers
and customers and may cause our premiums and earnings to decrease significantly.

Ratings have become an increasingly important factor in establishing the competitive position of insurance and
reinsurance companies. Each rating is subject to periodic review by, and may be revised downward or revoked at the
sole discretion of, the rating agency. The ratings are neither an evaluation directed to our investors nor a
recommendation to buy, sell or hold our securities. For the financial strength rating of each of our principal
operating subsidiaries, please see Item 1, “Business — Our Financial Strength Ratings”. If the rating of any of our
subsidiaries is revised downward or revoked, our competitive position in the insurance and reinsurance industry
may suffer, and it may be more difficult for us to market our products. Specifically, any revision or revocation of this
kind could result in a significant reduction in the number of insurance and reinsurance contracts we write and in a
substantial loss of business as customers and brokers that place this business move to competitors with higher
financial strength ratings.

Additionally, it is common for our reinsurance contracts to contain terms that would allow the ceding
companies to cancel the contract for the portion of our obligations if our insurance subsidiaries are downgraded
below an A- by either A.M. Best or Standard & Poor’s. Whether a ceding company would exercise the cancellation
right (and, in the case of Allied World Reinsurance Company, as described in the paragraph below, the right to
require the posting of security) would depend, among other factors, on the reason for such downgrade, the extent of
the downgrade, the prevailing market conditions and the pricing and availability of replacement reinsurance
coverage. Therefore, we cannot predict in advance the extent to which these rights would be exercised, if at all, or
what effect any such cancellations or security postings would have on our financial condition or future operations,
but such effect could be material.
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For example, if all ceding companies for which we have in force business as of December 31. 2009 were to
exercise their cancellation rights or require the posting of security, the estimated impact could result in the return of
premium, the commutation of loss reserves, the posting of additional collateral or a combination thereof, the
notional value of which could be approximately $360 million.

Our U.S. reinsurance subsidiary, Allied World Reinsurance Company, does not typically post security for the
reinsurance contracts it writes. In addition to the cancellation right discussed above, should the company’s
A.M. Best rating or Standard & Poor’s rating be downgraded below A-, some ceding companies would have the
right to require Allied World Reinsurance Company to post security for its portion of the obligations under such
contracts. If this were to occur, Allied World Reinsurance Company may not have the liquidity to post security as
stipulated in such reinsurance contracts.

We also cannot assure you that A.M. Best, Standard & Poor’s or Moody’s will not downgrade our insurance
subsidiaries.

Actual claims may exceed our reserves for losses and loss expenses.

Our success depends on our ability to accurately assess the risks associated with the businesses that we insure
and reinsure. We establish loss reserves to cover our estimated liability for the payment of all losses and loss
expenses incurred with respect to the policies we write. Loss reserves do not represent an exact calculation of
liability. Rather, loss reserves are estimates of what we expect the ultimate resolution and administration of claims
will cost. These estimates are based on actuarial and statistical projections and on our assessment of currently
available data, as well as estimates of future trends in claims severity and frequency, judicial theories of liability and
other factors. Loss reserve estimates are refined as experience develops and claims are reported and resolved.
Establishing an appropriate level of loss reserves is an inherently uncertain process. It is therefore possible that our
reserves at any given time will prove to be inadequate.

To the extent we determine that actual losses or loss expenses exceed our expectations and reserves reflected in
our financial statements, we will be required to increase our reserves to reflect our changed expectations. This could
cause a material increase in our liabilities and a reduction in our profitability, including operating losses and a
reduction of capital. Our results for the year ended December 31, 2009 included $376.9 million and $128.9 million
of favorable (i.e., a loss reserve decrease) and adverse development (i.c., a loss reserve increase), respectively, of
reserves relating to losses incurred for prior loss years. In comparison, for the year ended December 31, 2008, our
results included $330.5 million and $50.4 million of favorable and adverse development, respectively, of reserves
relating to losses incurred for prior loss years. Our results for the year ended December 31, 2007 included
$246.4 million and $123.3 million of favorable and adverse development, respectively, of reserves relating to losses
incurred for prior loss years.

We have estimated our net losses from catastrophes based on actuarial analyses of claims information received
to date, industry modeling and discussions with individual insureds and reinsureds. Accordingly, actual losses may
vary from those estimated and will be adjusted in the period in which further information becomes available.

We may experience significant losses and volatility in our financial results from catastrophic events.

As a multi-line casualty and property insurer and reinsurer, we may experience significant losses from claims
arising out of catastrophic events, particularly from our direct property insurance operations and our property,
workers compensation and personal accident reinsurance operations. Catastrophes can be caused by various
unpredictable events, including earthquakes, volcanic eruptions, hurricanes, windstorms, hailstorms, severe winter
weather, floods, fires, tornadoes, explosions and other natural or man-made disasters. The international geographic
distribution of our business subjects us to catastrophe exposure from natural events occurring in a number of areas
throughout the world, examples of which include floods and windstorms in Europe, hurricanes and windstorms in
Mexico, Florida, the Gulf Coast and the Atlantic Coast regions of the United States, typhoons and earthquakes in
Japan and Taiwan and earthquakes in California and parts of the Midwestern United States known as the New
Madrid zone. Our largest exposure to wind events is concentrated in the Southeast and Gulf Coast of the United
States. Our largest exposure to quake events is concentrated in California. The loss experience of catastrophe
insurers and reinsurers has historically been characterized as low frequency but high severity in nature. In recent
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years, the frequency of major catastrophes appears to have increased. Increases in the values and concentrations of
insured property and the effects of inflation have resuited in increased severity of losses to the industry in recent
years, and we expect this trend to continue.

The loss limitation methods we employ, such as establishing maximum aggregate exposed limits on policies
written in key coastal and other defined geographical zones, restrictive underwriting guidelines and purchasing
reinsurance, may not be sufficient protection against losses from catastrophes. In the event we do not accurately
estimate losses from catastrophes that have already occurred, there is a possibility that loss reserves for such
catastrophes will be inadequate to cover the losses. Because U.S. GAAP does not permit insurers and reinsurers to
reserve for catastrophes until they occur, claims from these events could cause substantial volatility in our financial
results for any fiscal quarter or year and could have a material adverse effect on our financial condition and results of
operations. In addition, losses from catastrophic events could result in downward revisions to our financial strength
ratings from the various rating agencies that cover us.

The risk models we use to quantify catastrophe exposures and risk accumulations may prove inadequate
in predicting all outcomes from potential catastrophe events.

We use widely accepted and industry-recognized catastrophe risk modeling programs to help us quantify our
aggregate exposure to any one event. As with any model of physical systems, particularly those with low
frequencies of occurrence and potentially high severity of outcomes, the accuracy of the model’s predictions is
Jargely dependant on the accuracy and quality of the data provided in the underwriting process. These models do not
anticipate all potential perils or events that could result in a catastrophic loss to us. Furthermore, it is often difficult
for models to anticipate and incorporate events that have not been experienced during or as a result of prior
catastrophes. Accordingly, it is possible for us to be subject to events or contingencies that have not been anticipated
by our catastrophe risk models and which could have a material adverse effect on our reserves and results of

operations.

We could face losses from terrorism, political unrest and pandemic diseases.

We have exposure to losses resulting from acts of terrorism and political instability. Although we generally
exclude acts of terrorism from our property insurance policies and property reinsurance treaties where practicable,
we provide coverage in circumstances where we believe we are adequately compensated for assuming those risks. A
pandemic disease could also cause us to suffer significantly increased insurance losses on a variety of coverages we
offer. Our reinsurance protections may only partially offset these losses. Moreover, even in cases where we seek to
exclude coverage, we may not be able to completely eliminate our exposure to these events. It is impossible to
predict the timing or severity of these events with statistical certainty or to estimate the amount of loss that any given
occurrence will generate. We could also suffer losses from a disruption of our business operations and our
investments may suffer a decrease in value due to the occurrence of any of these events. To the extent we suffer
losses from these risks, such losses could be significant.

Our business and our financial results may be adversely affected by unexpected levels of loss due to cli-
mate change.

A substantial portion of our revenues are derived from the underwriting of property insurance and reinsurance
around the world. Therefore, large scale climate change (often referred to as “global warming”) as well as changing
ocean temperatures could increase the frequency and severity of our loss costs related to property damage and/or
business interruption due to hurricanes, windstorms, flooding, blizzards, tornadoes or other severe weather events
particularly with respect to properties located in coastal areas. Additionally, if changes in climactic patterns and
ocean temperature conditions continue, it is likely that such changes will further impair the ability to predict the
frequency and severity of future weather-related disasters in many parts of the world. Over the longer term, such
decreased predictability will create additional uncertainty as to future trends and exposures. In addition to
unexpected increases in covered losses and decreased predictability, global climate change may also give rise
to new environmental liability claims against policyholders that compete in the energy, automobile manufacturing
and other industries that we serve. These would be an increase in claims against policyholders of directors and
officers liability of related management liability policies alleging a failure to supervise, manage or properly disclose
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climate change exposures. We may also incur greater-than-expected expense levels due to the costs involved in
responding to regulators, rating agencies and other interested constituencies with respect to climate change and
other environmental disclosures.

The perceived effects of climate change on debt obligations can impact our investment mix in any one issuer,
industry or region. The largest per-issuer exposure, outside of government and government-related issuers,
represented 1.2% of our investment portfolio and the largest ten exposures represented less than 10% of the
portfolio.

The failure of any of the loss limitation methods we employ could have a material adverse effect on our
financial condition or results of operations.

We seek to limit our loss exposure by adhering to maximum limitations on policies written in defined
geographical zones (which limits our exposure to losses in any one geographic area), limiting program size for each
client (which limits our exposure to losses with respect to any one client), adjusting retention levels and establishing
per risk and per occurrence limitations for each event and establishing prudent underwriting guidelines for each
insurance program written (all of which limit our liability on any one policy). Most of our direct liability insurance
policies include maximum aggregate limitations. We cannot assure you that any of these loss limitation methods
will be effective. In particular, geographic zone limitations involve significant underwriting judgments, including
the determination of the areas of the zones and whether a policy falls within particular zone limits. Disputes relating
to coverage and choice of legal forum may also arise. As a result, various provisions of our policies that are designed
to limit our risks, such as limitations or exclusions from coverage (which limit the range and amount of liability to
which we are exposed on a policy) or choice of forum (which provides us with a predictable set of laws to govern our
policies and the ability to lower costs by retaining legal counsel in fewer jurisdictions), may not be enforceable in
the manner we intend and some or all of our other loss limitation methods may prove to be ineffective. One or more
catastrophic or other events could result in claims and expenses that substantially exceed our expectations and could
have a material adverse effect on our results of operations.

A prolonged recession and other adverse consequences as a result of the recent turmoil in the U.S. and
international financial markets could harm our business, liguidity and financial condition, and our share
price.

The U.S. and international financial markets have been severely disrupted. These conditions, including the
possibility of a prolonged recession, may potentially affect various aspects of our business, including the demand
for and claims made under our products, our counterparty credit risk and the ability of our customers, counterparties
and others to establish or maintain their relationships with us, our ability to access and efficiently use internal and
external capital resources and our investment performance. Continued volatility in the U.S. and other securities
markets may also adversely affect our share price.

We may be impacted from claims relating to the recent financial market turmoil, including subprime and
other credit and insurance exposures beyond our current estimates.

We write corporate directors and officers, errors and omissions and other insurance coverages for financial
institutions and financial services companies. We also write liability coverages for fiduciaries of pension funds. In
addition, we also reinsure other insurance companies that write these types of coverages. The financial institutions
and financial services segment has been particularly impacted by the recent financial market turmoil. As a result,
this industry segment has been the subject of heightened scrutiny and in some cases investigations by regulators
with respect to the industry’s actions as they relate to subprime mortgages, collateralized debt obligations,
structured investment vehicles, swap and derivative transactions and executive compensation. During this time, a
number of U.S. and international financial institutions, insurance companies and other companies have failed, been
acquired under distressed circumstances, become reliant upon the central governments of their jurisdictions for
financial assistance to remain solvent and/or suffered significant declines in their stock price. Additionally, there
have been allegations of fraud, most notably being the claims alleged against the founder and chief executive officer
of Bernard L. Madoff Investment Securities LLC, R. Allen Stanford and Galleon Group LLC. These events may
give rise to increased litigation, including class action suits, which may involve our insureds. To the extent we have
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claims relating to these events, it could cause substantial volatility in our financial results and could have a material
adverse effect on our financial condition and results of operations.

For our reinsurance business, we depend on the policies, procedures and expertise of ceding companies;
these companies may fail to accurately assess the risks they underwrite which may lead us to inaccurately
assess the risks we assume.

Because we participate in reinsurance markets, the success of our reinsurance underwriting efforts depends in
part on the policies, procedures and expertise of the ceding companies making the original underwriting decisions
(when an insurer transfers some or all of its risk to a reinsurer, the insurer is sometimes referred to as a “ceding
company”). Underwriting is a matter of judgment, involving important assumptions about matters that are
inherently unpredictable and beyond the ceding companies’ control and for which historical experience and
statistical analysis may not provide sufficient guidance. We face the risk that the ceding companies may fail to
accurately assess the risks they underwrite, which, in turn, may lead us to inaccurately assess the risks we assume as
reinsurance; if this occurs, the premiums that are ceded to us may not adequately compensate us and we could face
significant losses on these reinsurance contracts.

The availability and cost of security arrangements for reinsurance transactions may materially impact
our ability to provide reinsurance from Bermuda to insurers domiciled in the United States.

Allied World Assurance Company, Ltd, our Bermuda insurance and reinsurance company, is not admitted as
an insurer, nor is it accredited as a reinsurer, in any jurisdiction in the United States. As a result, it is required to post
collateral security with respect to any reinsurance liabilities it assumes from ceding insurers domiciled in the United
States in order for U.S. ceding companies to obtain credit on their U.S. statutory financial statements with respect to
the insurance liabilities ceded to them. Under applicable statutory provisions, the security arrangements may be in
the form of letters of credit, reinsurance trusts maintained by trustees or funds-withheld arrangements where assets
are held by the ceding company. Allied World Assurance Company, Ltd uses trust accounts and has access to up to
$1.7 billion in letters of credit under two letter of credit facilities. The letter of credit facilities impose restrictive
covenants, including restrictions on asset sales, limitations on the incurrence of certain liens and required collateral
and financial strength levels. Violations of these or other covenants could result in the suspension of access to letters
of credit or such letters of credit becoming due and payable. Our access to our existing letter of credit facilities is
dependent on the ability of the banks that are parties to these facilities to meet their commitments. Our $900 million
letter of credit facility with Citibank Europe plc is on an uncommitted basis, which means Citibank Europe has
agreed to offer us up to $900 million in letters of credit, but they are not contractually obligated for that full amount.
The lenders under our letter of credit facilities may not be able to meet their commitments if they become insolvent,
file for bankruptcy protection or if they otherwise experience shortages of capital and liquidity. If these letter of
credit facilities are not sufficient or drawable or if Allied World Assurance Company, Ltd is unable to renew either
or both of these facilities or to arrange for trust accounts or other types of security on commercially acceptable
terms, its ability to provide reinsurance to U.S.-domiciled insurers may be severely limited and adversely affected.

In addition, security arrangements with ceding insurers may subject our assets to security interests or may
require that a portion of our assets be pledged to, or otherwise held by, third parties. Although the investment income
derived from our assets while held in trust typically accrues to our benefit, the investment of these assets is governed
by the terms of the letter of credit facilities and the investment regulations of the state of domicile of the ceding
insurer, which generally regulate the amount and quality of investments permitted and which may be more
restrictive than the investment regulations applicable to us under Bermuda law. These restrictions may result in
lower investment yields on these assets, which could adversely affect our profitability.

We depend on a small number of brokers for a large portion of our revenues. The loss of business
provided by any one of them could adversely affect us.

We market our insurance and reinsurance products worldwide through insurance and reinsurance brokers. For
the year ended December 31, 2009, our top three brokers represented approximately 55.3% of our total gross
premiums written. Marsh, Aon (including Benfield Group Ltd.) and Willis were responsible for the distribution of
approximately 25.8%, 20.7% and 8.8%, respectively, of our total gross premiums written for the year ended
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December 31, 2009. Loss of all or a substantial portion of the business produced by any one of those brokers could
have a material adverse effect on our financial condition, results of operations and business.

Our reliance on brokers subjects us to their credit risk.

In accordance with industry practice, we frequently pay amounts owed on claims under our insurance and
reinsurance contracts to brokers, and these brokers, in turn, pay these amounts to the customers that have purchased
insurance or reinsurance from us. If a broker fails to make such a payment, it is likely that, in most cases, we will be
liable to the client for the deficiency because of local laws or contractual obligations. Likewise, when a customer
pays premiums for policies written by us to a broker for further payment to us, these premiums are generally
considered to have been paid and, in most cases, the client will no longer be liable to us for those amounts, whether
or not we actually receive the premiums. Consequently, we assume a degree of credit risk associated with the
brokers we use with respect to our insurance and reinsurance business.

We may be unable to purchase reinsurance for our own account on commercially acceptable terms or to
collect under any reinsurance we have purchased.

We acquire reinsurance purchased for our own account to mitigate the effects of large or multiple losses on our
financial condition. From time to time, market conditions have limited, and in some cases prevented, insurers and
reinsurers from obtaining the types and amounts of reinsurance they consider adequate for their business needs. For
example, following the events of September 11, 2001, terms and conditions in the reinsurance markets generally
became less attractive to buyers of such coverage. Similar conditions may occur at any time in the future, and we
may not be able to purchase reinsurance in the areas and for the amounts required or desired. Even if reinsurance is
generally available, we may not be able to negotiate terms that we deem appropriate or acceptable or to obtain
coverage from entities with satisfactory financial resources.

In addition, the recent financial market turmoil may significantly adversely affect the ability of our reinsurers
and retrocessionaires to meet their obligations to us. A reinsurer’s insolvency, or inability or refusal to make
payments under a reinsurance or retrocessional reinsurance agreement with us, could have a material adverse effect
on our financial condition and results of operations because we remain liable to the insured under the corresponding
coverages written by us.

Our investment performance may adversely affect our financial performance and ability to conduct
business.

We derive a significant portion of our income from our invested assets. As a result, our operating results depend
in part on the performance of our investment portfolio. Ongoing conditions in the U.S. and international financial
markets have and could continue to adversely affect our investment portfolio. Depending on market conditions, we
could incur additional losses in future periods, which could have a material adverse effect on our financial
condition, results of operations and business.

Our investment portfolio is overseen by our Chief Investment Officer and managed by professional investment
management firms in accordance with the Investment Policy Statement approved by the Investment Committee of
the Board of Directors. Our investment performance is subject to a variety of risks, including risks related to general
economic conditions, market volatility and interest rate fluctuations, liquidity risk, and credit and default risk.
Additionally, with respect to some of our investments, we are subject to pre-payment or reinvestment risk.
According to our current Investment Policy Statement, we may invest up to 10% of our investment portfolio in
public and private equities, preferred equities, non-investment grade investments and hedge funds. As a result, we
may be subject to restrictions on redemption, which may limit our ability to withdraw funds or realize on such
investments for some period of time after our initial investment. The values of, and returns on, such investments may
also be more volatile.

Because of the unpredictable nature of losses that may arise under insurance or reinsurance policies written by
us, our liquidity needs could be substantial and may arise at any time. To the extent we are unsuccessful in managing
our investment portfolio within the context of our expected liabilities, we may be forced to liquidate our investments
at times and prices that are not optimal, or we may have difficulty in liquidating some of our alternative investments
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due to restrictions on sales, transfers and redemptions noted above. This could have a material adverse effect on the
performance of our investment portfolio. If our liquidity needs or general liability profile unexpectedly change, we
may not be successful in continuing to structure our investment portfolio in its current manner. In addition,
investment losses could significantly decrease our book value, thereby affecting our ability to conduct business.

While we maintain an investment portfolio with instruments rated highly by the recognized rating agencies,
there are no assurances that these high ratings will be maintained. Over the past couple of years companies with
highly-rated debt have filed for bankruptcy. The assignment of a high credit rating does not preclude the potential
for the risk of default on any investment instrument.

Any increase in interest rates and/or credit spread levels could result in significant losses in the fair value
of our investment portfolio.

Our investment portfolio contains interest-rate-sensitive instruments that may be adversely affected by
changes in interest rates. Fluctuations in interest rates affect our returns on fixed income investments. Generally,
investment income will be reduced during sustained periods of lower interest rates as higher-yielding fixed income
securities are called, mature or are sold and the proceeds reinvested at lower rates. During periods of rising interest
rates, prices of fixed income securities tend to fall and realized gains upon their sale are reduced. Interest rates are
highly sensitive to many factors, including governmental monetary policies, domestic and international economic
and political conditions and other factors beyond our control. We may not be able to effectively mitigate interest rate
sensitivity. In particular, a significant increase in interest rates could result in significant losses, realized or
unrealized, in the fair value of our investment portfolio and, consequently, could have a material adverse effect on
our financial condition and results of operations. Additionally, changes in the credit spread (the difference in the
percentage yield) between U.S. Treasury securities and non-U.S. Treasury securities may negatively impact our
investment portfolio as we may not be able to effectively mitigate credit spread sensitivity. In particular, a
significant increase in credit spreads could result in significant losses, realized or unrealized, in the fair value of our
investment portfolio and, consequently, could have a material adverse effect on our financial condition and results
of operations.

In addition, our investment portfolio includes U.S. government agency and non-agency commercial and
residential mortgage-backed securities. As of December 31, 2009, mortgage-backed securities constituted approx-
imately 22.8% of the fair value of our total investments and cash and cash equivalents, of which 11.6% of the fair
value was invested in U.S. government agency mortgage-backed securities. Changes in interest rates can expose us
to prepayment risks on these investments. In periods of declining interest rates, mortgage prepayments generally
increase and mortgage-backed securities are generally prepaid more quickly, requiring us to reinvest the proceeds at
the then current market rates. In periods of rising interest rates, mortgage-backed securities may have declining
levels of prepayments, extending their maturity and duration, thereby negatively impacting the security’s price.

Delinquencies, defaults and losses with respect to non-agency commercial and residential mortgage loans have
increased and may continue to increase. In addition, residential property values in many states have declined, after
extended periods during which those values appreciated. A continued decline or an extended flattening in those
values may result in additional increases in delinquencies and losses on residential mortgage loans generally,
especially with respect to second homes and investor properties, and with respect to any residential mortgage loans
where the aggregate loan amounts (including any subordinate loans) are close to or greater than the related property
values.

Additionally as of December 31, 2009, commercial mortgage-backed securities constituted 5.6% of the fair
value of our total investments and cash and cash equivalents. While delinquencies, defaults and losses have been
slower to materialize in the commercial sector than in the residential sector, we believe that the next 12 to 24 months
may see increasing problems for the commercial real estate market, and therefore the commercial mortgage-backed
securities sector. We expect this to be most acute in the more recent commercial mortgage-backed securities
offerings, particularly those occurring in 2007 and 2008. As of December 31, 2009, we had no direct exposure to
these recent commercial mortgage-backed securities transactions (2007 and 2008 vintage).
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The valuation of our investments may include methodologies, estimations and assumptions that are sub-
Jject to differing interpretations and could result in changes to investment valuations that may materially
adversely affect our financial condition or results of operations.

During periods of market disruptions, it may be difficult to value certain of our securities if trading becomes
less frequent or market data becomes less observable. In addition, there may be certain asset classes that were in
active markets with significant observable data that become illiquid due to the recent financial environment. In such
cases, the valuation of a greater number of securities in our investment portfolio may require more subjectivity and
management judgment. As such, valuations may include inputs and assumptions that are less observable or require
greater estimation as well as valuation methods that are more sophisticated or require greater estimation thereby
resulting in values which may be less than the value at which the investments may be ultimately sold. Further,
rapidly changing and unprecedented credit and equity market conditions could materially affect the valuation of
securities as reported within our consolidated financial statements and the period-to-period changes in value could
vary significantly. Decreases in value could have a material adverse effect on our financial condition and results of
operations.

The determination of the impairments taken on our investments is highly subjective and could materially
impact our financial position or results of operations.

The determination of the impairments taken on our investments varies by investment type and is based upon
our periodic evaluations and assessments of known and inherent risks associated with the respective asset class.
Such evaluations and assessments are revised as conditions change and new information becomes available.
Management updates its evaluations quarterly and reflects impairments in operations as such evaluations are
revised. There can be no assurance that our management has accurately assessed the level of impairments taken in
our financial statements. Furthermore, additional impairments may need to be taken in the future, which could have
a material adverse effect on our financial condition or results of operations. Historical trends may not be indicative
of future impairments.

We may be adversely affected by fluctuations in currency exchange rates.

The U.S. dollar is our reporting currency and the functional currency of all of our operating subsidiaries. We
enter into insurance and reinsurance contracts where the premiums receivable and losses payable are denominated
in currencies other than the U.S. dollar. In addition, we maintain a portion of our investments and liabilities in
currencies other than the U.S. dollar. Assets in non-U.S. currencies are generally converted into U.S. dollars at the
time of receipt. When we incur a liability in a non-U.S. currency, we carry such liability on our books in the original
currency. These liabilities are converted from the non-U.S. currency to U.S. dollars at the time of payment. We may
incur foreign currency exchange gains or losses as we ultimately receive premiums and settle claims required to be
paid in foreign currencies.

We have currency hedges in place that seek to alleviate our potential exposure to volatility in foreign exchange
rates and intend to consider the use of additional hedges when we are advised of known or probable significant
losses that will be paid in currencies other than the U.S. dollar. To the extent that we do not seek to hedge our foreign
currency risk or our hedges prove ineffective, the impact of a movement in foreign currency exchange rates could
adversely affect our financial condition or results of operations.

We may be adversely impacted by inflation.

Our operations, like those of other property and casualty insurers and reinsurers, are susceptible to the effects
of inflation because premiums are established before the ultimate amounts of loss and loss adjustment expense are
known. Although we consider the potential effects of inflation when setting premium rates, our premiums, for
competitive reasons, may not fully offset the effects of inflation and essentially result in our under pricing the risks
we insure and reinsure. Our reserve for losses and loss adjustment expenses includes assumptions about future
payments for settlement of claims and claims-handling expenses, such as the value of replacing property and
associated labor costs for the property business we write, the value of medical treatments and litigation costs. To the
extent inflation causes theses costs to increase above reserves established for these claims, we will be required to
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increase our loss reserves with a corresponding reduction in our net income in the period in which the deficiency is
identified, which may have a material adverse effect on our financial condition and results of operations.

We may require additional capital in the future that may not be available to us on commercially favorable
terms.

Our future capital requirements depend on many factors, including our ability to write new business and to
establish premium rates and reserves at levels sufficient to cover losses. To the extent that the funds generated by
insurance premiums received and sale proceeds and income from our investment portfolio are insufficient to fund
future operating requirements and cover losses and loss expenses, we may need to raise additional funds through
financings or reduce our assets. The recent financial market crisis has created unprecedented uncertainty in the
equity and credit markets and has affected our ability, and the ability of others within our industry, to raise additional
capital in the public or private markets. Any future financing, if available at all, may be on terms that are not
favorable to us. In the case of equity financing, dilution to our shareholders could result, and the securities issued
may have rights, preferences and privileges that are senior or otherwise superior to those of our common shares.

Our business could be adversely affected if we lose any member of our management team or are unable
to attract and retain our personnel.

Our success depends in substantial part on our ability to attract and retain our employees who generate and
service our business. We rely substantially on the services of our executive management team. If we lose the
services of any member of our executive management team, our business could be adversely affected. If we are
unable to attract and retain other talented personnel, the further implementation of our business strategy could be
impeded. This, in turn, could have a material adverse effect on our business. The location of our global headquarters
in Bermuda may also impede our ability to attract and retain talented employees. We currently have written
employment agreements with our Chief Executive Officer, Chief Financial Officer, General Counsel and Chief
Actuary and most of the other members of our executive management team. We do not maintain key man life
insurance policies for any of our employees.

Employee error and misconduct may be difficult to detect and prevent and could adversely affect our
business, results of operations and financial condition.

We may experience losses from, among other things, fraud, errors, the failure to document transactions
properly or to obtain proper internal authorization or the failure to comply with regulatory or legal requirements. It
is not always possible to deter or prevent employee misconduct and the precautions we take to prevent and detect
this activity may not be effective in all cases. Losses related to employee error or misconduct could adversely affect
our financial condition, results of operations and business.

If a program administrator were to exceed its underwriting authority or otherwise breach obligations
owed to us, we could be adversely affected.

We write a portion of our U.S. insurance business through relationships with program administrators, under
contracts pursuant to which we authorize such program administrators to underwrite and bind business on our
behalf, within guidelines we prescribe. In this structure, we rely on controls incorporated in the provisions of the
program administration agreement, as well as on the administrator’s internal controls, to limit the risks insured to
those which are within the prescribed parameters. Although we monitor program administrators on an ongoing
basis, our monitoring efforts may not be adequate or our program administrators could exceed their underwriting
authorities or otherwise breach obligations owed to us. We are liable to policyholders under the terms of policies
underwritten by program administrators, and to the extent such administrators exceed their authorities or otherwise
breach their obligations to us, our financial condition or results of operations could be material adversely affected.
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If we experience difficulties with our information technology and telecommunications systems and/or data
security, our ability to conduct our business might be adversely affected.

We rely heavily on the successful, uninterrupted functioning of our information technology (“IT”) and
telecommunications systems. Our business and continued expansion is highly dependent upon our ability to
perform, in an efficient and uninterrupted fashion, necessary business functions, such as processing policies, paying
claims, performing actuarial and other modeling functions. A failure of our IT and telecommunication systems or
the termination of third-party software licenses we rely on in order to maintain such systems could materially
impact our ability to write and process business, provide customer service, pay claims in a timely manner or perform
other necessary actuarial, legal, financial and other business functions. Computer viruses, hackers and other
external hazards could expose our IT and data systems to security breaches. If we do not maintain adequate IT and
telecommunications systems, we could experience adverse consequences, including inadequate information on
which to base critical decisions, the loss of existing customers, difficulty in attracting new customers, litigation
exposures and increased administrative expenses. As a result, our ability to conduct our business might be adversely
affected.

The integration of acquired companies, the growth of our operations through new lines of insurance or
reinsurance business, the expansion into new geographic regions and/or the entering into joint ventures
or partnerships may expose us to operational risks.

Acquisitions involve numerous risks, including operational, strategic and financial risks such as potential
liabilities associated with the acquired business. We may experience difficulties in integrating an acquired company,
which could adversely affect the acquired company’s performance or prevent us from realizing anticipated
synergies, cost savings and operational efficiencies. Our existing businesses could also be negatively impacted
by acquisitions. Expanding our lines of business, expanding our geographic reach and entering into joint ventures or
partnerships also involve operational, strategic and financial risks, including retaining qualified management and
implementing satisfactory budgetary, financial and operational controls. Our failure to manage successfully these
risks may adversely affect our financial condition, results of operations or business or we may not realize any of the
intended benefits.

A complaint filed against our Bermuda insurance subsidiary could, if adversely determined or resolved,
subject us to a material loss.

On April 4, 2006, a complaint was filed in the U.S. District Court for the Northern District of Georgia (Atlanta
Division) by a group of several corporations and certain of their related entities in an action entitled New Cingular
Wireless Headquarters, LLC et al, as plaintiffs, against certain defendants, including Marsh & McLennan
Companies, Inc., Marsh Inc. and Aon Corporation, in their capacities as insurance brokers, and 78 insurers,
including our insurance subsidiary in Bermuda, Allied World Assurance Company, Ltd.

The action generally relates to broker defendants’ placement of insurance contracts for plaintiffs with the 78
insurer defendants. Plaintiffs maintain that the defendants used a variety of illegal schemes and practices designed
to, among other things, allocate customers, rig bids for insurance products and raise the prices of insurance products
paid by the plaintiffs. In addition, plaintiffs allege that the broker defendants steered policyholders’ business to
preferred insurer defendants. Plaintiffs claim that as a result of these practices, policyholders either paid more for
insurance products or received less beneficial terms than the competitive market would have produced. The eight
counts in the complaint allege, among other things, (i) unreasonable restraints of trade and conspiracy in violation of
the Sherman Act, (ii) violations of the Racketeer Influenced and Corrupt Organizations Act, or RICO, (iii) that
broker defendants breached their fiduciary duties to plaintiffs, (iv) that insurer defendants participated in and
induced this alleged breach of fiduciary duty, (v) unjust enrichment, (vi) common law fraud by broker defendants
and (vii) statutory and consumer fraud under the laws of certain U.S. states. Plaintiffs seek equitable and legal
remedies, including injunctive relief, unquantified consequential and punitive damages, and treble damages under
the Sherman Act and RICO. On October 16, 2006, the Judicial Panel on Multidistrict Litigation ordered that the
litigation be transferred to the U.S. District Court for the District of New Jersey for inclusion in the coordinated or
consolidated pretrial proceedings occurring in that court. Neither Allied World Assurance Company, Ltd nor any of
the other defendants have responded to the complaint. Written discovery has begun but has not been completed. As
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a result of the court granting motions to dismiss in the related putative class action proceeding, prosecution of this
case is currently stayed and the court is deciding whether to extend the current stay during the pendency of an appeal
filed by the class action plaintiffs with the Third Circuit Court of Appeals. At this point, it is not possible to predict
its outcome, the company does not, however, currently believe that the outcome will have a material adverse effect
on the company’s financial condition or results of operations.

Conflicts of interests may arise because affiliates of certain of our principal shareholders have continuing
agreements and business relationships with us, and our founding shareholders compete with us in several
of our business lines.

Affiliates of certain of our founding shareholders engage in transactions with our company. Affiliates of the
Goldman Sachs Funds (which holds 8,159,793 non-voting common shares and warrants to purchase 1,500,000 non-
voting common shares as of December 31, 2009) serve as investment managers for a majority of our investment
portfolio. AIG and Chubb (each of which holds a warrant to purchase two million of our common shares) are also
customers of our company.

Furthermore, affiliates of AIG, Chubb and the Goldman Sachs Funds from time to time compete with us,
including by assisting or investing in the formation of other entities engaged in the insurance and reinsurance
business. Conflicts of interest could also arise with respect to business opportunities that could be advantageous to
AIG, Chubb, the Goldman Sachs Funds or other existing shareholders or any of their affiliates, on the one hand, and
us, on the other hand. AIG, Chubb and the Goldman Sachs Funds either directly or through affiliates, also maintain
business relationships with other companies that directly compete with us. In general, these affiliates could pursue
business interests or exercise their voting power as shareholders in ways that are detrimental to us, but beneficial to
themselves or to other companies in which they invest or with whom they have a material relationship.

Government authorities are continuing to investigate the insurance industry, which may adversely affect
our business.

The attorneys general for multiple states and other insurance regulatory authorities have been investigating a
number of issues and practices within the insurance industry, and in particular insurance brokerage practices. These
investigations of the insurance industry in general, whether involving the company specifically or not, together with
any legal or regulatory proceedings, related settlements and industry reform or other changes arising therefrom,
may materially adversely affect our business and future prospects.

Risks Related to the Insurance and Reinsurance Business

The insurance and reinsurance business is historically cyclical and we expect to experience periods with
excess underwriting capacity and unfavorable premium rates and policy terms and conditions.

Historically, insurers and reinsurers have experienced significant fluctuations in operating results due to
competition, frequency of occurrence or severity of catastrophic events, levels of underwriting capacity, general
economic conditions and other factors. The supply of insurance and reinsurance is related to prevailing prices, the
level of insured losses and the level of industry surplus which, in turn, may fluctuate in response to changes in rates
of return on investments being earned in the insurance and reinsurance industry. The occurrence, or non-occurrence,
of catastrophic events, the frequency and severity of which are unpredictable, affects both industry results and
consequently prevailing market prices for certain of our products. As a result of these factors, the insurance and
reinsurance business historically has been a cyclical industry characterized by periods of intense competition on
price and policy terms due to excessive underwriting capacity as well as periods when shortages of capacity permit
favorable premium rates and policy terms and conditions. Increases in the supply of insurance and reinsurance may
have adverse consequences for us, including fewer policies and contracts written, lower premium rates, increased
expenses for customer acquisition and retention and less favorable policy terms and conditions.
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Increased competition in the insurance and reinsurance markets in which we operate could adversely
impact our operating margins.

The insurance and reinsurance industry are highly competitive. We compete with major U.S. and international
insurers and reinsurers. Many of our competitors have greater financial, marketing and management resources. We
also compete with new companies that continue to be formed to enter the insurance and reinsurance markets.

In addition, risk-linked securities and derivative and other non-traditional risk transfer mechanisms and
vehicles are being developed and offered by other parties, including entities other than insurance and reinsurance
companies. The availability of these non-traditional products could reduce the demand for traditional insurance and
reinsurance. A number of new, proposed or potential industry or legislative developments could further increase
competition in our industry.

New competition from these developments could result in fewer contracts written, lower premium rates,
increased expenses for customer acquisition and retention and less favorable policy terms and conditions, which
could have a material adverse effect on our growth, financial condition or results of operations.

The effects of emerging claims and coverage issues on our business are uncertain.

As industry practices and legal, judicial, social and other conditions change, unexpected and unintended issues
related to claims and coverage may emerge. These issues may adversely affect our business by either extending
coverage beyond our underwriting intent or by increasing the number or size of claims. In some instances, these
changes may not become apparent until some time after we have issued insurance or reinsurance contracts that are
affected by the changes. As aresult, the full extent of liability under our insurance and reinsurance contracts may not
be known for many years after a contract is issued. Examples of emerging claims and coverage issues include:

* larger defense costs, settlements and jury awards in cases involving professionals and corporate directors
and officers covered by professional liability and directors and officers liability insurance; and

* a trend of plaintiffs targeting property and casualty insurers in class action litigation related to claims
handling, insurance sales practices and other practices related to the conduct of our business.

Risks Related to Laws and Regulations Applicable to Us

Compliance by our insurance subsidiaries with the legal and regulatory requirements to which they are
subject is expensive. Any failure to comply could have a material adverse effect on our business.

Our insurance subsidiaries are required to comply with a wide variety of laws and regulations applicable to
insurance or reinsurance companies, both in the jurisdictions in which they are organized and where they sell their
insurance and reinsurance products. The insurance and regulatory environment, in particular for offshore insurance
and reinsurance companies, has become subject to increased scrutiny in many jurisdictions, including the United
States, various states within the United States and the United Kingdom. In the past, there have been Congressional
and other initiatives in the United States regarding increased supervision and regulation of the insurance industry. It
is not possible to predict the future impact of changes in laws and regulations on our operations. The cost of
complying with any new legal requirements affecting our subsidiaries could have a material adverse effect on our
business.

In addition, our subsidiaries may not always be able to obtain or maintain necessary licenses, permits,
authorizations or accreditations. They also may not be able to fully comply with, or to obtain appropriate
exemptions from, the laws and regulations applicable to them. Any failure to comply with applicable law or to
obtain appropriate exemptions could result in restrictions on either the ability of the company in question, as well as
potentially its affiliates, to do business in one or more of the jurisdictions in which they operate or on brokers on
which we rely to produce business for us. In addition, any such failure to comply with applicable laws or to obtain
appropriate exemptions could result in the imposition of fines or other sanctions. Any of these sanctions could have
a material adverse effect on our business.
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Our Bermuda insurance subsidiary, Allied World Assurance Company, Ltd, is registered as a Class 4 Bermuda
insurance and reinsurance company and is subject to regulation and supervision in Bermuda. The applicable
Bermudian statutes and regulations generally are designed to protect insureds and ceding insurance companies
rather than shareholders or noteholders. Among other things, those statutes and regulations:

« require Allied World Assurance Company, Ltd to maintain minimum levels of capital and surplus,
« impose liquidity requirements which restrict the amount and type of investments it may hold,
* prescribe solvency standards that it must meet, and

* restrict payments of dividends and reductions of capital and provide for the performance of periodic
examinations of Allied World Assurance Company, Ltd and its financial condition.

These statutes and regulations may, in effect, restrict the ability of Allied World Assurance Company, Ltd to
write new business. Although it conducts its operations from Bermuda, Allied World Assurance Company, Ltd is
not authorized to directly underwrite local risks in Bermuda.

Allied World Assurance Company, Ltd also operates branch offices in Hong Kong and Singapore, which
offices are regulated by the Office of the Insurance Commissioner in Hong Kong and the Monetary Authority of
Singapore, respectively.

Our U.S. insurance and reinsurance subsidiaries, Allied World Assurance Company (U.S.) Inc. and Darwin
National Assurance Company, each a Delaware domiciled subsidiary, Allied World National Assurance Company
and Allied World Reinsurance Company, each a New Hampshire domiciled subsidiary, and Darwin Select
Insurance Company and Vantapro Specialty Insurance Company, each an Arkansas domiciled subsidiary, are
subject to the statutes and regulations of their relevant state of domicile as well as any other state in the United States
where they conduct business. In the states where the companies are admitted, the companies must comply with all
insurance laws and regulations, including insurance rate and form requirements. Insurance laws and regulations
may vary significantly from state to state. In those states where the companies act as surplus lines carriers, the states’
regulation focuses mainly on the company’s solvency.

Allied World Assurance Company (Europe) Limited, an Irish domiciled insurer, operates within the European
Union non-life insurance legal and regulatory framework as established under the Third Non-Life Directive of the
European Union, and operates a branch in London, England. Allied World Assurance Company (Europe) Limited is
required to operate in accordance with the provisions of the Irish Insurance Acts 1909-2000, the Central Bank and
Financial Services Authority of Ireland Acts 2003 and 2004, all statutory instruments made thereunder, all statutory
instruments relating to insurance made under the European Communities Acts 1972 to 2009 and the requirements of
the Irish Financial Regulator.

Allied World Assurance Company (Reinsurance) Limited, an Irish domiciled reinsurer, is regulated by the
Irish Financial Regulator pursuant to the provisions of the European Communities (Reinsurance) Regulations 2006
(which transposed the E.U. Reinsurance Directive into Irish law) and operates branches in London, England and
Zug, Switzerland. Pursuant to the provisions of these regulations, reinsurance undertakings may, subject to the
satisfaction of certain formalities, carry on reinsurance business in other European Union member states either
directly from the home member state (on a freedom to provide services basis) or through local branches (by way of
permanent establishment).

Our Bermuda entities could become subject to regulation in the United States.

None of our Bermuda entities are admitted as an insurer, nor is any of them accredited as a reinsurer, in any
jurisdiction in the United States. For the year ended December 31, 2009, more than 82% of the gross premiums
written by Allied World Assurance Company, Ltd, however, are derived from insurance or reinsurance contracts
entered into with entities domiciled in the United States. The insurance laws of each state in the United States
regulate the sale of insurance and reinsurance within the state’s jurisdiction by foreign insurers. Allied World
Assurance Company, Ltd conducts its business through its offices in Bermuda and does not maintain an office, and
its personnel do not solicit insurance business, resolve claims or conduct other insurance business, in the United
States. While Allied World Assurance Company, Ltd does not believe it is in violation of insurance laws of any
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Jjurisdiction in the United States, we cannot be certain that inquiries or challenges to our insurance and reinsurance
activities will not be raised in the future. It is possible that, if Allied World Assurance Company, Ltd were to become
subject to any laws of this type at any time in the future, we would not be in compliance with the requirements of
those laws.

Our holding company structure and regulatory and other constraints affect our ability to pay dividends
and make other payments.

Allied World Assurance Company Holdings, Ltd is a holding company, and as such has no substantial
operations of its own. It does not have any significant assets other than its ownership of the shares of its direct and
indirect subsidiaries. Dividends and other permitted distributions from subsidiaries are expected to be the sole
source of funds for Allied World Assurance Company Holdings, Ltd to meet any ongoing cash requirements,
including any debt service payments and other expenses, and to pay any dividends to shareholders. Bermuda law,
including Bermuda insurance regulations and the Companies Act, restricts the declaration and payment of
dividends and the making of distributions by our Bermuda entities, unless specified requirements are met. Allied
World Assurance Company, Ltd is prohibited from paying dividends of more than 25% of its total statutory capital
and surplus (as shown in its previous financial year’s statutory balance sheet) without prior BMA approval. Allied
World Assurance Company, Ltd is also prohibited from declaring or paying dividends without the approval of the
BMA if Allied World Assurance Company, Ltd failed to meet its minimum solvency margin and minimum liquidity
ratio on the last day of the previous financial year.

Furthermore, in order to reduce its total statutory capital by 15% or more, Allied World Assurance Company,
Ltd would require the prior approval of the BMA. In addition, Bermuda corporate law prohibits a company from
declaring or paying a dividend if there are reasonable grounds for believing that (i) the company is, or would after
the payment be, unable to pay its liabilities as they become due; or (ii) the realizable value of the company’s assets
would thereby be less than the aggregate of its liabilities, its issued share capital and its share premium accounts.

In addition, our U.S. and Irish insurance subsidiaries are subject to significant regulatory restrictions limiting
their ability to declare and pay any dividends.

In general, a U.S. insurance company subsidiary may not pay an “extraordinary” dividend or distribution until
30 days after the applicable insurance regulator has received notice of the intended payment and has not objected to,
or has approved, the payment within the 30-day period. In general, an “extraordinary” dividend or distribution is
defined by these laws and regulations as a dividend or distribution that, together with other dividends and
distributions made within the preceding 12 months, exceeds the greater (or, in some jurisdictions, the lesser) of:
(a) 10% of the insurer’s statutory surplus as of the immediately prior year end; or (b) or the statutory net income
during the prior calendar year. The laws and regulations of some of these U.S. jurisdictions also prohibit an insurer
from declaring or paying a dividend except out of its earned surplus. For example, payments of dividends by
U.S. insurance companies are subject to restrictions on statutory surplus pursuant to state law. In addition, insurance
regulators may prohibit the payment of ordinary dividends or other payments by our U.S. insurance subsidiaries
(such as a payment under a tax sharing agreement or for employee or other services) if they determine that such
payment could be adverse to such subsidiaries’ policyholders.

Without the consent of the Irish Financial Regulator, Allied World Assurance Company (Europe) Limited and
Allied World Assurance Company (Reinsurance) Limited are not permitted to reduce the level of its capital, may
not make any dividend payments, may not make inter-company loans and must maintain a minimum solvency
margin. These rules and regulations may have the effect of restricting the ability of these companies to declare and
pay dividends.

In addition, we have insurance subsidiaries that are the parent company for other insurance subsidiaries, and
dividends and other distributions are subject to multiple layers of the regulations discussed above as funds are
pushed up to our ultimate parent company. The inability of any of our insurance subsidiaries to pay dividends in an
amount sufficient to enable Allied World Assurance Company Holdings, Ltd to meet its cash requirements at the
holding company level could have a material adverse effect on our business, our ability to make payments on any
indebtedness, our ability to transfer capital from one subsidiary to another and our ability to declare and pay
dividends to our shareholders.
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The U.S. Congress is considering healthcare reform legislation which could have a material impact on
our business.

Our U.S. insurance segment and our international insurance segment derive substantial revenues from
healthcare liability underwriting in the United States, that is, providing insurance to individuals and institutions
that participate in the U.S. healthcare delivery infrastructure. Recent legislative proposals adopted by the
U.S. Senate and the U.S. House of Representatives could, if either were to become law, effect far-reaching
changes in the healthcare delivery system and/or the healthcare cost reimbursement structure in the United States
and could negatively impact our healthcare liability business. Additionally, although not a feature of the existing
bills, future healthcare proposals could include tort reform provisions under which plaintiffs would be restricted in
their ability to bring suit against healthcare providers, which could negatively impact the demand for our healthcare
liability products. While the outcome and impact of this legislative process is extremely difficult to predict, any of
such legislative initiatives, if adopted, could materially change how healthcare providers insure their malpractice
liability risks and could have a material adverse effect on our results of operations in future years.

Other legislative, regulatory and industry initiatives could adversely affect our business.

The insurance and reinsurance regulatory framework is subject to heavy scrutiny by U.S. federal and
individual state governments as well as an increasing number of international authorities. Government regulators
are generally concerned with the protection of policyholders to the exclusion of other constituencies, including
shareholders. Governmental authorities in the United States and worldwide seem increasingly interested in the
potential risks posed by the insurance industry as a whole, and to commercial and financial systems in general.
While we do not believe these inquiries have identified meaningful, new risks posed by the insurance and
reinsurance industry, and while we cannot predict the exact nature, timing or scope of possible governmental
initiatives, there may be increased regulatory intervention in our industry in the future. For example, the U.S. federal
government has increased its scrutiny of the insurance regulatory framework in recent years, and some state
legislators have considered or enacted laws that will alter and likely increase state regulation of insurance and
reinsurance companies and holding companies. Moreover, the NAIC, which is an association of the insurance
commissioners of all 50 states and the District of Columbia and state insurance regulators, regularly reexamine
existing laws and regulations.

For example, we could be adversely affected by proposals to:

« provide insurance and reinsurance capacity in markets and to consumers that we target;
« require our participation in industry pools and guaranty associations;

» expand the scope of coverage under existing policies;

» increasingly mandate the terms of insurance and reinsurance policies;

« establish a new federal insurance regulator or financial industry systemic risk regulator;

« revise laws and regulations under which we operate, including a potential change to U.S. tax laws to disallow
or limit the current tax deduction for reinsurance premiums paid by our U.S. subsidiaries to our Bermuda
insurance subsidiary for reinsurance protections it provides to our U.S. subsidiaries; or

« disproportionately benefit the companies of one country over those of another.

We are incorporated in Bermuda and are therefore subject to changes in Bermuda law and regulation that may
have an adverse impact on our operations, including imposition of tax liability or increased regulatory supervision
or change in regulation. The Bermuda insurance and reinsurance regulatory framework recently has become subject
to increased scrutiny in many jurisdictions, including in the United States and in various states within the United
States. We are unable to predict the future impact on our operations of changes in the laws and regulations to which
we are or may become subject. Moreover, our exposure to potential regulatory initiatives could be heightened by the
fact that our principal insurance subsidiary is domiciled in, and operates exclusively from, Bermuda. For example,
Bermuda, a small jurisdiction, may be disadvantaged in participating in global or cross-border regulatory matters as
compared with larger jurisdictions such as the United States or the leading European Union countries. In addition,
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Bermuda, which is currently an overseas territory of the United Kingdom, may consider changes to its relationship
with the United Kingdom in the future. These changes could adversely affect Bermuda’s position with respect to its
regulatory initiatives, which could adversely impact us commercially.

Our business could be adversely affected by Bermuda employment restrictions.

Under Bermuda law, non-Bermudians (other than spouses of Bermudians, holders of a permanent resident’s
certificate and holders of a working resident’s certificate) may not engage in any gainful occupation in Bermuda
without an appropriate governmental work permit. Work permits may be granted or extended by the Bermuda
government if it is shown that, after proper public advertisement in most cases, no Bermudian (or spouse of a
Bermudian, holder of a permanent resident’s certificate or holder of a working resident’s certificate) is available
who meets the minimum standard requirements for the advertised position. In 2001, the Bermuda government
announced a new immigration policy limiting the total duration of work permits, including renewals, to six to nine
years, with specified exemptions for key employees. In March 2004, the Bermuda government announced an
amendment to this policy which expanded the categories of occupations recognized by the government as “key” and
with respect to which businesses can apply to be exempt from the six-to-nine-year limitations. The categories
include senior executives, managers with global responsibility, senior financial posts, certain legal professionals
and senior insurance professionals, experienced/specialized brokers, actuaries, specialist investment traders/ana-
lysts and senior information technology engineers and managers. All of our Bermuda-based professional employees
who require work permits have been granted permits by the Bermuda government. It is possible that the Bermuda
government could deny work permits for our employees in the future, which could have a material adverse effect on
our business.

Risks Related to Ownership of Our Common Shares

Future sales of our common shares may adversely affect the market price.

As of February 22, 2010, we had 49,777,779 common shares outstanding. Up to an additional 3,482,676
common shares may be issuable upon the vesting and exercise of outstanding stock options, restricted stock units
(“RSUs”) and performance-based equity awards. In addition, our founding shareholders hold warrants exercisable
for 5,500,000 common shares, some of which are currently exercisable, and their transferees have the right to
require us to register their common shares under the Securities Act of 1933, as amended (the “Securities Act”), for
sale to the public. Our founding sharcholders may also request that we remove the restrictive legend on their
common shares to enable them to sell such shares under Rule 144 of the Securities Act. Following any registration
of this type or restrictive legend removal, the common shares to which the registration or removal relates will be
freely transferable. We have also filed a registration statement on Form S-8 under the Securities Act to register
common shares issued or reserved for issuance under the Allied World Assurance Company Holdings, Ltd Second
Amended and Restated 2001 Employee Stock Option Plan, the Allied World Assurance Company Holdings, Ltd
Second Amended and Restated 2004 Stock Incentive Plan, the Allied World Assurance Company Holdings, Ltd
Second Amended and Restated Long-Term Incentive Plan (the “LTIP”) and the Allied World Assurance Company
Holdings, Ltd 2008 Employee Share Purchase Plan. Subject to the exercise of issued and outstanding stock options,
shares registered under the registration statement on Form S-8 will be available for sale to the public. We cannot
predict what effect, if any, future sales of our common shares, or the availability of common shares for future sale,
will have on the market price of our common shares. Sales of substantial amounts of our common shares in the
public market, or the perception that sales of this type could occur, could depress the market price of our common
shares and may make it more difficult for you to sell your common shares at a time and price that you deem
appropriate.

Our Bye-laws contain restrictions on ownership, voting and transfers of our common shares.

Under our Third Amended and Restated Bye-laws (the “Bye-laws”), our directors (or their designees) in their
sole and absolute discretion, may decline to register any transfer of common shares that would result in a
U.S. person owning our common shares and shares of any other class or classes, in excess of certain prescribed
limitations. These limitations take into account attribution and constructive ownership rules under the Internal
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Revenue Code of 1986, as amended (the “Code”), and beneficial ownership rules under the Exchange Act. Similar
restrictions apply to our ability to issue or repurchase shares. Our directors (or their designees), in their sole and
absolute discretion, may also decline to register the transfer of any common shares if they have reason to believe that
(1) the transfer could expose us or any of our subsidiaries, any shareholder or any person insured or reinsured by us,
to, or materially increase the risk of, material adverse tax or regulatory treatment in any jurisdiction; or (2) the
transfer is required to be registered under the Securities Act or under the securities laws of any state of the United
States or any other jurisdiction, and such registration has not occurred. These restrictions apply to a transfer of
common shares even if the transfer has been executed on the New York Stock Exchange. Any person wishing to
transfer common shares will be deemed to own the shares for dividend, voting and reporting purposes until the
transfer has been registered on our register of members. We are authorized to request information from any holder or
prospective acquiror of common shares as necessary to give effect to the transfer, issuance and repurchase
restrictions described above, and may decline to effect that kind of transaction if complete and accurate information
is not received as requested.

Our Bye-laws also contain provisions relating to voting powers that may cause the voting power of certain
shareholders to differ significantly from their ownership of common shares. Our Bye-laws specify the voting rights
of any owner of shares to prevent any person from owning, beneficially, constructively or by attribution, shares
carrying 10% or more of the total voting rights attached to all of our outstanding shares. Because of the attribution
and constructive ownership provisions of the Code, and the rules of the SEC regarding determination of beneficial
ownership, this requirement may have the effect of reducing the voting rights of a shareholder even if that
shareholder does not directly or indirectly hold 10% or more of the total combined voting power of our company.
Further, our directors (or their designees) have the authority to request from any shareholder specified information
for the purpose of determining whether that shareholder’s voting rights are to be reduced. If a shareholder fails to
respond to this request or submits incomplete or inaccurate information, the directors (or their designees) have the
discretion to disregard all votes attached to that shareholder’s shares. No person, including any of our current
shareholders, may exercise 10% or more of our total voting rights. To our knowledge, as of this date, none of our
current shareholders is anticipated to own 10% or more of the total voting rights attached to all of our outstanding
shares after giving effect to the voting cutback.

Anti-takeover provisions in our Bye-laws could impede an attempt to replace or remove our directors,
which could diminish the value of our common shares.

Our Bye-laws contain provisions that may entrench directors and make it more difficult for shareholders to
replace directors even if the shareholders consider it beneficial to do so. In addition, these provisions could delay or
prevent a change of control that a shareholder might consider favorable. For example, these provisions may prevent
a shareholder from receiving the benefit from any premium over the market price of our shares offered by a bidder in
a potential takeover. Even in the absence of an attempt to effect a change in management or a takeover attempt, these
provisions may adversely affect the prevailing market price of our common shares if they are viewed as
discouraging changes in management and takeover attempts in the future.

For example, the following provisions in our Bye-laws could have such an effect:

« the election of our directors is staggered, meaning that members of only one of three classes of our directors
are elected each year, thus limiting a shareholder’s ability to replace directors;

« our shareholders have a limited ability to remove directors;

« the total voting power of any shareholder beneficially owning 10% or more of the total voting power of our
voting shares will be reduced to less than 10% of the total voting power. Conversely, shareholders owning
less than 10% of the total voting power may gain increased voting power as a result of these cutbacks;

* our directors may decline to register a transfer of shares if as a result of such transfer any U.S. person owns
10% or more of our shares by vote or value (other than some of our principal shareholders, whose share
ownership may not exceed the percent of our common shares owned immediately after our initial public
offering of common shares in July 2006);
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« if our directors determine that share ownership of any person may result in a violation of our ownership
limitations, our Board of Directors has the power to force that shareholder to sell its shares; and

* our Board of Directors has the power to issue preferred shares without any shareholder approval, which
effectively allows the Board to dilute the holdings of any shareholder and could be used to institute a “poison
pill” that would work to dilute the share ownership of a potential hostile acquirer, effectively preventing
acquisitions that have not been approved by our Board of Directors.

As a shareholder of our company, you may have greater difficulties in protecting your interests than as a
shareholder of a U.S. corporation.

The Companies Act, which applies to our company, our Bermuda insurance subsidiary, Allied World
Assurance Company, Ltd, and Allied World Assurance Holdings (Ireland) Ltd, differs in material respects from
laws generally applicable to U.S. corporations and their shareholders. Taken together with the provisions of our
Bye-laws, some of these differences may result in your having greater difficulties in protecting your interests as a
shareholder of our company than you would have as a shareholder of a U.S. corporation. This affects, among other
things, the circumstances under which transactions involving an interested director are voidable, whether an
interested director can be held accountable for any benefit realized in a transaction with our company, what
approvals are required for business combinations by our company with a large shareholder or a wholly-owned
subsidiary, what rights you may have as a shareholder to enforce specified provisions of the Companies Act or our
Bye-laws, and the circumstances under which we may indemnify our directors and officers.

It may be difficult to enforce service of process and enforcement of judgments against us and our officers
and directors.

Our company is a Bermuda company and it may be difficult for investors to enforce judgments against us or
our officers and directors.

We are incorporated pursuant to the laws of Bermuda and our business is based in Bermuda. In addition, certain
of our directors and officers reside outside the United States, and all or a substantial portion of our assets and the
assets of such persons are located in jurisdictions outside the United States. As such, it may be difficult or
impossible to effect service of process within the United States upon us or those persons or to recover against us or
them on judgments of U.S. courts, including judgments predicated upon civil liability provisions of the U.S. federal

securities laws.

Further, no claim may be brought in Bermuda against us or our directors and officers in the first instance for
violation of U.S. federal securities laws because these laws have no extraterritorial jurisdiction under Bermuda law
and do not have force of law in Bermuda. A Bermuda court may, however, impose civil liability, including the
possibility of monetary damages, on us or our directors and officers if the facts alleged in a complaint constitute or
give rise to a cause of action under Bermuda law.

We have been advised by Conyers Dill & Pearman, our Bermuda counsel, that there is doubt as to whether the
courts of Bermuda would enforce judgments of U.S. courts obtained in actions against us or our directors and
officers, predicated upon the civil liability provisions of the U.S. federal securities laws or original actions brought
in Bermuda against us or such persons predicated solely upon U.S. federal securities laws. Further, we have been
advised by Conyers Dill & Pearman that there is no treaty in effect between the United States and Bermuda
providing for the enforcement of judgments of U.S. courts. Some remedies available under the laws of U.S. juris-
dictions, including some remedies available under the U.S. federal securities laws, may not be allowed in Bermuda
courts as contrary to that jurisdiction’s public policy. Because judgments of U.S. courts are not automatically
enforceable in Bermuda, it may be difficult for investors to recover against us based upon such judgments.

There are regulatory limitations on the ownership and transfer of our common shares.

The BMA must approve all issuances and transfers of securities of a Bermuda exempted company like us. We
have received from the BMA their permission for the issue and subsequent transfer of our common shares, as long as
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the shares are listed on the New York Stock Exchange or other appointed exchange, to and among persons resident
and non-resident of Bermuda for exchange control purposes.

Before any sharcholder acquires 10% or more of the voting shares, either directly or indirectly, of any of our
U.S. insurance subsidiaries, that shareholder must file an acquisition statement with and obtain prior approval from
the domiciliary insurance commissioner of the respective company.

Risks Related to Taxation

U.S. taxation of our non-U.S. companies could materially adversely affect our financial condition and
results of operations.

We believe that our non-U.S. companies, including our Bermuda and Irish companies, have operated and will
operate their respective businesses in a manner that will not cause them to be subject to U.S. tax (other than
U.S. federal excise tax on insurance and reinsurance premiums and withholding tax on specified investment income
from U.S. sources) on the basis that none of them are engaged in a U.S. trade or business. However, there are no
definitive standards under current law as to those activities that constitute a U.S. trade or business and the
determination of whether a non-U.S. company is engaged in a U.S. trade or business is inherently factual. Therefore,
we cannot assure you that the U.S. Internal Revenue Service (the “IRS”) will not contend that a non-U.S. company
is engaged in a U.S. trade or business. If any of the non-U.S. companies are engaged in a U.S. trade or business and
does not qualify for benefits under the applicable income tax treaty, such company may be subject to U.S. federal
income taxation at regular corporate rates on its premium income from U.S. sources and investment income that is
effectively connected with its U.S. trade or business. In addition, a U.S. federal branch profits tax at the rate of 30%
will be imposed on the earnings and profits attributable to such income. All of the premium income from
U.S. sources and a significant portion of investment income of such company, as computed under Section 842 of the
Code, requiring that a foreign company carrying on a U.S. insurance or reinsurance business have a certain
minimum amount of effectively connected net investment income, determined in accordance with a formula that
depends, in part, on the amount of U.S. risks insured or reinsured by such company, may be subject to U.S. federal
income and branch profits taxes.

If Allied World Assurance Company, Ltd, our Bermuda insurance subsidiary, or any Bermuda insurance
subsidiary we form or acquire in the future is engaged in a U.S. trade or business and qualifies for benefits under the
United States-Bermuda tax treaty, U.S. federal income taxation of such subsidiary will depend on whether (i) it
maintains a U.S. permanent establishment and (ii) the relief from taxation under the treaty generally applies to non-
premium income. We believe that our Bermuda insurance subsidiary has operated and will continue to operate its
business in a manner that will not cause it to maintain a U.S. permanent establishment. However, the determination
of whether an insurance company maintains a U.S. permanent establishment is inherently factual. Therefore, we
cannot assure you that the IRS will not successfully assert that our Bermuda insurance subsidiary maintains a
U.S. permanent establishment. In such case, our Bermuda insurance subsidiary will be subject to U.S. federal
income tax at regular corporate rates and branch profit tax at the rate of 30% with respect to its income attributable
to the permanent establishment. Furthermore, although the provisions of the treaty clearly apply to premium
income, it is uncertain whether they generally apply to other income of a Bermuda insurance company. Therefore, if
a Bermuda insurance subsidiary of our company qualifies for benefits under the treaty and does not maintain a
U.S. permanent establishment but is engaged in a U.S. trade or business, and the treaty is interpreted not to apply to
income other than premium income, such subsidiary will be subject to U.S. federal income and branch profits taxes
on its investment and other non-premium income as described in the preceding paragraph. In addition, a Bermuda
subsidiary will qualify for benefits under the treaty only if more than 50% of its shares are beneficially owned,
directly or indirectly, by individuals who are Bermuda residents or U.S. citizens or residents. Our Bermuda
subsidiaries may not be able to continually satisfy such beneficial ownership test or be able to establish it to the
satisfaction of the IRS.

If any of Allied World Assurance Holdings (Ireland) Ltd or our Irish companies are engaged in a U.S. trade or
business and qualifies for benefits under the Ireland-United States income tax treaty, U.S. federal income taxation of
such company will depend on whether it maintains a U.S. permanent establishment. We believe that each such
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company has operated and will continue to operate its business in a manner that will not cause it to maintain a
U.S. permanent establishment. However, the determination of whether a non-U.S. company maintains a U.S. per-
manent establishment is inherently factual. Therefore, we cannot assure you that the IRS will not successfully assert
that any of such companies maintains a U.S. permanent establishment. In such case, the company will be subject to
U.S. federal income tax at regular corporate rates and branch profits tax at the rate of 5% with respect to its income
attributable to the permanent establishment.

U.S. federal income tax, if imposed, will be based on effectively connected or attributable income of a
non-U.S. company computed in a manner generally analogous to that applied to the income of a U.S. corporation,
except that all deductions and credits claimed by a non-U.S. company in a taxable year can be disallowed if the
company does not file a U.S. federal income tax return for such year. Penalties may be assessed for failure to file
such return. None of our non-U.S. companies filed U.S. federal income tax returns for the 2002 and 2001 taxable
years. However, we have filed protective U.S. federal income tax returns on a timely basis for each non-U.S. com-
pany for subsequent years in order to preserve our right to claim tax deductions and credits in such years if any of
such companies is determined to be subject to U.S. federal income tax.

If any of our non-U.S. companies is subject to such U.S. federal taxation, our financial condition and results of
operations could be materially adversely affected.

Our U.S. subsidiaries may be subject to additional U.S. taxes in connection with our interaffiliate
arrangements.

Our U.S. subsidiaries reinsure a significant portion of their insurance policies with Allied World Assurance
Company, Ltd. While we believe that the terms of these reinsurance arrangements are arm’s length, we cannot
assure you that the IRS will not successfully assert that the payments made by the U.S. subsidiaries with respect to
such arrangements exceed arm’s length amounts. In such case, our U.S. subsidiaries will be treated as realizing
additional income that may be subject to additional U.S. income tax, possibly with interest and penalties. Such
excess amount may also be deemed to have been distributed as dividends to the indirect parent of the U.S. sub-
sidiaries, Allied World Assurance Holdings (Ireland) Ltd, in which case this deemed dividend will also be subject to
a U.S. federal withholding tax of 5%, assuming that the parent is eligible for benefits under the United States-
Ireland income tax treaty (or a withholding tax of 30% if the parent is not so eligible). If any of these U.S. taxes are
imposed, our financial condition and results of operations could be materially adversely affected. In addition, if
legislation is enacted in the U.S. that limits or eliminates our ability to enter into interaffiliate arrangements, our
financial condition or results of operations could be materially adversely affected.

You may be subject to U.S. income taxation with respect to income of our non-U.S. companies and ordi-
nary income characterization of gains on disposition of our shares under the controlled foreign corpora-
tion (“CFC”) rules.

We believe that U.S. persons holding our shares should not be subject to U.S. federal income taxation with
respect to income of our non-U.S. companies prior to the distribution of earnings attributable to such income or
ordinary income characterization of gains on disposition of shares on the basis that such persons should not be
“United States shareholders” subject to the CFC rules of the Code. Generally, each “United States shareholder” of a
CFC will be subject to (i) U.S. federal income taxation on its ratable share of the CFC’s subpart F income, even if the
earnings attributable to such income are not distributed, provided that such “United States shareholder” holds
directly or through non-U.S. entities shares of the CFC; and (ii) potential ordinary income characterization of gains
from the sale or exchange of the directly owned shares of the non-U.S. corporation. For these purposes, any
U.S. person who owns directly, through non-U.S. entities, or under applicable constructive ownership rules, 10% or
more of the total combined voting power of all classes of stock of any non-U.S. company will be considered to be a
“United States shareholder.” Although our non-U.S. companies may be or become CFCs and certain of our principal
U.S. shareholders currently own 10% or more of our common shares, for the following reasons we believe that no
U.S. person holding our shares directly, or through non-U.S. entities, should be a “United States shareholder.” First,
our Bye-laws provide that if a U.S. person (including any founding shareholder) owns directly or through
non-U.S. entities any of our shares, the number of votes conferred by the shares owned directly, indirectly or
under applicable constructive ownership rules by such person will be less than 10% of the aggregate number of
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votes conferred by all issued shares of Allied World Assurance Company Holdings, Ltd. Second, our Bye-laws
restrict issuance, conversion, transfer and repurchase of the shares to the extent such transaction would cause a
U.S. person holding directly or through non-U.S. entities any of our shares to own directly, through non-U.S. entities
or under applicable constructive ownership rules shares representing 10% or more of the voting power in Allied
World Assurance Company Holdings, Ltd. Third, our Bye-laws and the bye-laws of our non-U.S. subsidiaries
require (i) the Board of Directors of Allied World Assurance Company, Ltd to consist only of persons who have
been elected as directors of Allied World Assurance Company Holdings, Ltd (with the number and classification of
directors of Allied World Assurance Company, Ltd being identical to those of Allied World Assurance Company
Holdings, Ltd) and (ii) the Board of Directors of each other non-U.S., non-Bermuda insurance or reinsurance
subsidiary of Allied World Assurance Company Holdings, Ltd to consist only of persons approved by our
shareholders as persons eligible to be elected as directors of such subsidiary. Therefore, U.S. persons holding our
shares should not be subject to the CFC rules of the Code (except that a U.S. person may be subject to the ordinary
income characterization of gains on disposition of shares if such person owned 10% or more of our total voting
power solely under the applicable constructive ownership rules at any time during the 5-year period ending on the
date of the disposition when we were a CFC). We cannot assure you, however, that the Bye-law provisions
referenced in this paragraph will operate as intended or that we will be otherwise successful in preventing a
U.S. person from exceeding, or being deemed to exceed, these voting limitations. Accordingly, U.S. persons who
hold our shares directly or through non-U.S. entities should consider the possible application of the CFC rules.

You may be subject to U.S. income taxation under the related person insurance income (“RPII”) rules.

Our non-U.S. insurance and reinsurance subsidiaries currently insure and reinsure and are expected to continue
to insure and reinsure directly or indirectly certain of our U.S. shareholders and persons related to such share-
holders. We believe that U.S. persons that hold our shares directly or through non-U.S. entities will not be subject to
U.S. federal income taxation with respect to the income realized in connection with such insurance and reinsurance
prior to distribution of earnings attributable to such income on the basis that RPII, determined on a gross basis,
realized by each non-U.S. insurance and reinsurance subsidiary will be less than 20% of its gross insurance income
in each taxable year. We currently monitor and will continue to monitor the amount of RPII realized and, when
appropriate, will decline to write primary insurance and reinsurance for our U.S. shareholders and persons related to
such shareholders. However, we cannot assure you that the measures described in this paragraph will operate as
intended. In addition, some of the factors that determine the extent of RPII in any period may be beyond our
knowledge or control. For example, we may be considered to insure indirectly the risk of our shareholder if an
unrelated company that insured such risk in the first instance reinsures such risk with us. Therefore, we cannot
assure you that we will be successful in keeping the RPII realized by the non-U.S. insurance and reinsurance
subsidiaries below the 20% limit in each taxable year. Furthermore, even if we are successful in keeping the RPIT
below the 20% limit, we cannot assure you that we will be able to establish that fact to the satisfaction of the U.S. tax
authorities. If we are unable to establish that the RPII of any non-U.S. insurance or reinsurance subsidiary is less
than 20% of that subsidiary’s gross insurance income in any taxable year, and no other exception from the RPII rules
applies, each U.S. person who owns our shares, directly or through non-U.S. entities, on the last day of the taxable
year will be generally required to include in its income for U.S. federal income tax purposes that person’s ratable
share of that subsidiary’s RPII for the taxable year, determined as if that RPII were distributed proportionately to
U.S. holders at that date, regardless of whether that income was actually distributed.

The RPII rules provide that if a holder who is a U.S. person disposes of shares in a foreign insurance
corporation that has RPII (even if the amount of RPII is less than 20% of the corporation’s gross insurance income)
and in which U.S. persons own 25% or more of the shares, any gain from the disposition will generally be treated as
a dividend to the extent of the holder’s share of the corporation’s undistributed earnings and profits that were
accumulated during the period that the holder owned the shares (whether or not those earnings and profits are
attributable to RPII). In addition, such a shareholder will be required to comply with specified reporting
requirements, regardless of the amount of shares owned. These rules should not apply to dispositions of our
shares because Allied World Assurance Company Holdings, Ltd is not itself directly engaged in the insurance
business and these rules appear to apply only in the case of shares of corporations that are directly engaged in the
insurance business. We cannot assure you, however, that the IRS will interpret these rules in this manner or that the
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proposed regulations addressing the RPII rules will not be promulgated in final form in a manner that would cause
these rules to apply to dispositions of our shares.

U.S. tax-exempt entities may recognize unrelated business taxable income (“UBTI”).

A U.S. tax-exempt entity holding our shares generally will not be subject to U.S. federal income tax with
respect to dividends and gains on our shares, provided that such entity does not purchase our shares with borrowed
funds. However, if a U.S. tax-exempt entity realizes income with respect to our shares under the CFC or RPII rules,
as discussed above, such entity will be generally subject to U.S. federal income tax with respect to such income as
UBTI. Accordingly, U.S. tax-exempt entities that are potential investors in our shares should consider the possible
application of the CFC and RPII rules.

You may be subject to additional U.S. federal income taxation with respect to distributions on and gains
on dispositions of our shares under the passive foreign investment company (“PFIC”) rules.

We believe that U.S. persons holding our shares should not be subject to additional U.S. federal income
taxation with respect to distributions on and gains on dispositions of shares under the PFIC rules. We expect that our
insurance subsidiaries will be predominantly engaged in, and derive their income from the active conduct of, an
insurance business and will not hold reserves in excess of reasonable needs of their business, and therefore qualify
for the insurance exception from the PFIC rules. However, the determination of the nature of such business and the
reasonableness of such reserves is inherently factual. Furthermore, we cannot assure you, as to what positions the
IRS or a court might take in the future regarding the application of the PFIC rules to us. Therefore, we cannot assure
you that we will not be considered to be a PFIC. If we are considered to be a PFIC, U.S. persons holding our shares
could be subject to additional U.S. federal income taxation on distributions on and gains on dispositions of shares.
Accordingly, each U.S. person who is considering an investment in our shares should consult his or her tax advisor
as to the effects of the PFIC rules.

Application of a published IRS Revenue Ruling with respect to our insurance or reinsurance arrange-
ments can materially adversely affect us.

The IRS published Revenue Ruling 2005-40 (the “Ruling”) addressing the requirement of adequate risk
distribution among insureds in order for a primary insurance arrangement to constitute insurance for U.S. federal
income tax purposes. If the IRS successfully contends that our insurance or reinsurance arrangements, including
such arrangements with affiliates of our principal shareholders, and with our U.S. subsidiaries, do not provide for
adequate risk distribution under the principles set forth in the Ruling, we could be subject to material adverse
U.S. federal income tax consequences.

We may be subject to U.K. tax, which may have a material adverse effect on our results of operations.

None of our companies are incorporated in the United Kingdom. Accordingly, none of our companies should
be treated as being resident in the United Kingdom for corporation tax purposes unless the central management and
control of any such company is exercised in the United Kingdom. The concept of central management and control is
indicative of the highest level of control of a company, which is wholly a question of fact. Each of our companies
currently intend to manage our affairs so that none of our companies are resident in the United Kingdom for tax
purposes.

The rules governing the taxation of foreign companies operating in the United Kingdom through a branch or
agency were amended by the Finance Act 2003. The current rules apply to the accounting periods of non-U.K.
resident companies which start on or after January 1, 2003. Accordingly, a non-U.K. resident company will only be
subject to U.K. corporation tax if it carries on a trade in the United Kingdom through a permanent establishment in
the United Kingdom. In that case, the company is, in broad terms, taxable on the profits and gains attributable to the
permanent establishment in the United Kingdom. Broadly a company will have a permanent establishment if it has a
fixed place of business in the United Kingdom through which the business of the company is wholly or partly
carried on or if an agent acting on behalf of the company has and habitually exercises authority in the United
Kingdom to do business on behalf of the company. Each of our companies, other than Allied World Assurance
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Company (Reinsurance) Limited and Allied World Assurance Company (Europe) Limited (which have established
branches in the United Kingdom), currently intend to operate in such a manner so that none of our companies, other
than Allied World Assurance Company (Reinsurance) Limited and Allied World Assurance Company (Europe)
Limited, carry on a trade through a permanent establishment in the United Kingdom.

If any of our U.S. subsidiaries were trading in the United Kingdom through a branch or agency and the
U.S. subsidiaries were to qualify for benefits under the applicable income tax treaty between the United Kingdom
and the United States, only those profits which were attributable to a permanent establishment in the United
Kingdom would be subject to U.K. corporation tax.

If Allied World Assurance Holdings (Ireland) Ltd was trading in the United Kingdom through a branch or
agency and it was entitled to the benefits of the tax treaty between Ireland and the United Kingdom, it would only be
subject to U.K. taxation on its profits which were attributable to a permanent establishment in the United Kingdom.
The branches established in the United Kingdom by Allied World Assurance Company (Reinsurance) Limited and
Allied World Assurance Company (Europe) Limited constitute a permanent establishment of those companies and
the profits attributable to those permanent establishments are subject to U.K. corporation tax.

The United Kingdom has no income tax treaty with Bermuda.

There are circumstances in which companies that are neither resident in the United Kingdom nor entitled to the
protection afforded by a double tax treaty between the United Kingdom and the jurisdiction in which they are
resident may be exposed to income tax in the United Kingdom (other than by deduction or withholding) on income
arising in the United Kingdom (including the profits of a trade carried on there even if that trade is not carried on
through a branch agency or permanent establishment), but each of our companies currently operates in such a
manner that none of our companies will fall within the charge to income tax in the United Kingdom (other than by
deduction or withholding) in this respect.

If any of our companies were treated as being resident in the United Kingdom for U.K. corporation tax
purposes, or if any of our companies, other than Allied World Assurance Company (Reinsurance) Limited and
Allied World Assurance Company (Europe) Limited, were to be treated as carrying on a trade in the United
Kingdom through a branch agency or of having a permanent establishment in the United Kingdom, our results of
operations and your investment could be materially adversely affected.

We may be subject to Irish tax, which may have a material adverse effect on our results of operations.

Companies resident in Ireland are generally subject to Irish corporation tax on their worldwide income and
capital gains. None of our companies, other than our Irish companies and Allied World Assurance Holdings
(Ireland) Ltd, which resides in Ireland, should be treated as being resident in Ireland unless the central management
and control of any such company is exercised in Ireland. The concept of central management and control is
indicative of the highest level of control of a company, and is wholly a question of fact. Each of our companies, other
than Allied World Assurance Holdings (Ireland) Ltd and our Irish companies, currently intend to operate in such a
manner so that the central management and control of each of our companies, other than Allied World Assurance
Holdings (Ireland) Ltd and our Irish companies, is exercised outside of Ireland. Nevertheless, because central
management and control is a question of fact to be determined based on a number of different factors, the Irish
Revenue Commissioners might contend successfully that the central management and control of any of our
companies, other than Allied World Assurance Holdings (Ireland) Ltd or our Irish companies, is exercised in
Ireland. Should this occur, such company will be subject to Irish corporation tax on their worldwide income and
capital gains.

The trading income of a company not resident in Ireland for Irish tax purposes can also be subject to Irish
corporation tax if it carries on a trade through a branch or agency in Ireland. Each of our companies currently intend
to operate in such a manner so that none of our companies carry on a trade through a branch or agency in Ireland.
Nevertheless, because neither case law nor Irish legislation definitively defines the activities that constitute trading
in Ireland through a branch or agency, the Irish Revenue Commissioners might contend successfully that any of our
companies, other than Allied World Assurance Holdings (Ireland) Ltd and our Irish companies, is trading through a
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branch or agency in Ireland. Should this occur, such companies will be subject to Irish corporation tax on profits
attributable to that branch or agency.

If any of our companies, other than Allied World Assurance Holdings (Ireland) Ltd and our Irish companies,
were treated as resident in Ireland for Irish corporation tax purposes, or as carrying on a trade in Ireland through a
branch or agency, our results of operations and your investment could be materially adversely affected.

If corporate tax rates in Ireland increase, our business and financial results could be adversely affected.

Trading income derived from the insurance and reinsurance businesses carried on in Ireland by our Irish
companies is generally taxed in Ireland at a rate of 12.5%. Over the past number of years, various European Union
Member States have, from time to time, called for harmonization of corporate tax rates within the European Union.
Ireland, along with other member states, has consistently resisted any movement towards standardized corporate tax
rates in the European Union. The Government of Ireland has also made clear its commitment to retain the 12.5%
rate of corporation tax until at least the year 2025. Should, however, tax laws in Ireland change so as to increase the
general corporation tax rate in Ireland, our results of operations could be materially adversely affected.

If investments held by our Irish companies are determined not to be integral to the insurance and rein-
surance businesses carried on by those companies, additional Irish tax could be imposed and our business
and financial results could be adversely affected.

Based on administrative practice, taxable income derived from investments made by our Irish companies is
generally taxed in Ireland at the rate of 12.5% on the grounds that such investments either form part of the
permanent capital required by regulatory authorities, or are otherwise integral to the insurance and reinsurance
businesses carried on by those companies. Our Irish companies intend to operate in such a manner so that the level
of investments held by such companies does not exceed the amount that is integral to the insurance and reinsurance
businesses carried on by our Irish companies. If, however, investment income earned by our Irish companies
exceeds these thresholds, or if the administrative practice of the Irish Revenue Commissioners changes, Irish
corporation tax could apply to such investment income at a higher rate (currently 25%) instead of the general 12.5%
rate, and our results of operations could be materially adversely affected

We may become subject to taxes in Bermuda after March 28, 2016, which may have a material adverse
effect on our results of operations and our investment.

The Bermuda Minister of Finance, under the Exempted Undertakings Tax Protection Act 1966 of Bermuda,
has given Allied World Assurance Company Holdings, Ltd and each of its Bermuda subsidiaries an assurance that if
any legislation is enacted in Bermuda that would impose tax computed on profits or income, or computed on any
capital asset, gain or appreciation, or any tax in the nature of estate duty or inheritance tax, then the imposition of
any such tax will not be applicable to such entities or their operations, shares, debentures or other obligations until
March 28, 2016. Given the limited duration of the Minister of Finance’s assurance, we cannot be certain that we will
not be subject to any Bermuda tax after March 28, 2016.

Item 1B. Unresolved Staff Comments.

None.
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GLOSSARY OF SELECTED INSURANCE AND OTHER TERMS

Admitted inSUrer . . . ... ... ...

Attachment point. . . ............. .. ... ......

Capacity. . .. ...

CaSE FESEIVES . . o v o v et et et ettt e e e

Catastrophe exposure or event

Catastrophe reinsurance . . ...................

Cede, cedent, ceding company . .. ..............

Commercial coverage

Deductible . . .. ... .. . ..
Direct insurance

Directors and officers liability . . . ..............

Earned premiums or premiums earned. . ........

An insurer that is licensed or authorized to write
insurance in a particular state; to be distinguished
from an insurer eligible to write excess and surplus
lines insurance on risks located within a jurisdiction.

The loss point of which an insurance or reinsurance
policy becomes operative and below which any losses
are retained by either the insured or other insurers or
reinsurers, as the case may be.

The maximum percentage of surplus, or the dollar
amount of exposure, that an insurer or reinsurer 18
willing or able to place at risk. Capacity may apply to
a single risk, a program, a line of business or an
entire book of business. Capacity may be constrained
by legal restrictions, corporate restrictions or indirect
restrictions.

Loss reserves, established with respect to specific,
individual reported claims.

A severe loss, typically involving multiple claimants.
Common perils include earthquakes, hurricanes,
tsunamis, hailstorms, severe winter weather, floods,
fires, tornadoes, explosions and other natural or man-
made disasters. Catastrophe losses may also arise
from acts of war, acts of terrorism and political
instability.

A form of excess-of-loss reinsurance that, subject to a
specified limit, indemnifies the ceding company for
the amount of loss in excess of a specified retention
with respect to an accumulation of losses resulting
from a catastrophic event. The actual reinsurance
document is called a “catastrophe cover.” These
reinsurance contracts are typically designed to cover
property insurance losses but can be written to cover
other types of insurance losses such as workers’
compensation policies.

When an insurer transfers some or all of its risk to a
reinsurer, it “cedes” business and is referred to as the
“ceding company” or “cedent.”

Insurance products that are sold to entities and
individuals in their business or professional capacity,
and which are intended for other than the insured’s
personal or household use.

The amount of loss that an insured retains. Also
referred to as “retention”.

Insurance sold by an insurer that contracts directly
with the insured, as distinguished from reinsurance.

Insurance that covers liability for corporate directors
and officers for wrongful acts, subject to applicable
exclusions, terms and conditions of the policy.

That portion of premiums written that applies to the
expired portion of the policy term. Earned premiums
are recognized as revenues under both statutory
accounting practice and U.S. GAAP.
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Excess and surplus lines

Excess layer

Excess-of-loss reinsurance

Exclusions

Exposure

Facultative reinsurance

Frequency

General casualty

Gross premiums written

Healthcare liability
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A risk or a part of a risk for which there is no
insurance market available among admitted insurers;
or insurance written by non-admitted insurance
companies to cover such risks.

Insurance to cover losses in one or more layers above
a certain amount with losses below that amount
usually covered by the insured’s primary policy and
its self-insured retention.

Reinsurance that indemnifies the insured against all
or a specified portion of losses over a specified
amount or “retention.”

Provisions in an insurance or reinsurance policy
excluding certain risks or otherwise limiting the scope
of coverage.

The possibility of loss. A unit of measure of the
amount of risk a company assumes.

The reinsurance of all or a portion of the insurance
provided by a single policy. Each policy reinsured is
separately negotiated. -

The number of claims occurring during a specified
period of time.

Insurance that is primarily concerned with losses due
to injuries to persons and liability imposed on the
insured for such injury or for damage to the property
of others.

Total premiums for insurance written and reinsurance
written during a given period.

Insurance coverage, often referred to as medical
malpractice insurance, which addresses liability risks
of doctors, surgeons, nurses, other healthcare
professionals and the institutions (hospitals, clinics) in
which they practice.

Reserves established by us for claims that have
occurred but have not yet been reported to us as well
as for changes in the values of claims that have been
reported to us but are not yet settled.

Policies that have not expired or been terminated and
for which the insurer remains on risk as of a given
date.

The maximum amount that an insurer or reinsurer
will insure or reinsure for a specified risk, a portfolio
of risks or on a single insured entity. The term also
refers to the maximum amount of benefit payable for
a given claim or occurrence.

An occurrence that is the basis for submission or
payment of a claim. Losses may be covered, limited
or excluded from coverage, depending on the terms of
the insurance policy or other insurance or reinsurance
contracts.



Losses incurred . ...........

Loss expenses. . ............

Lossreserves . .............

Net premiums earned . . .....

Net premiums written . .. .. ..

Per occurrence limitations. . . .

Primary insurance (or primary risk layer) .. ... ..

Probable maximum loss (“PML”) .. ............

Producer . ................

Product liability. . . .........

Professional liability ........

Property catastrophe coverage
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The total losses and loss adjustment expenses paid,

plus the change in loss and loss adjustment expense
reserves, including IBNR, sustained by an insurance
or reinsurance company under its insurance policies
or other insurance or reinsurance contracts.

The expenses incurred by an insurance or reinsurance
company in settling a loss.

Liabilities established by insurers and reinsurers to
reflect the estimated cost of claims incurred that the
insurer or reinsurer will ultimately be required to pay.
Reserves are established for losses and for loss
expenses, and consist of case reserves and IBNR
reserves. As the term is used in this Form 10-K, “loss
reserves” is meant to include reserves for both losses
and for loss expenses.

The portion of net premiums written during or prior
to a given period that was recognized as income
during such period.

Gross premiums written, less premiums ceded to
reinsurers.

The maximum amount recoverable under an
insurance or reinsurance policy as a result of any one
event, regardless of the number of claims.

Insurance that absorbs the losses immediately above
the insured’s retention layer. A primary insurer will
pay up to a certain dollar amount of losses over the
insured’s retention, at which point a higher layer
excess insurer will be liable for additional losses. The
coverage terms of a primary insurance layer typically
assume an element of regular loss frequency.

An estimate of the largest probable loss on any given
insurance policy or coverage.

A licensed professional, often referred to as either an
insurance agent, insurance broker or intermediary,
who acts as intermediary between the insurance
carrier and the insured or reinsured (as the case may
be).

Insurance that provides coverage to manufacturer
and/or distributors of tangible goods against liability
for personal injury caused if such products are unsafe
or defective.

Insurance that provides liability coverage to directors
and officers, attorneys, doctors, accountants and other
professionals who offer services to the general public
and claim expertise in a particular area greater than
the ordinary layperson for their negligence or
malfeasance.

In reinsurance, coverage that protects the ceding
company against accumulated losses in excess of a
stipulated sum that arise from a catastrophic event
such as an earthquake, fire or windstorm.
“Catastrophe loss” generally refers to the total loss of
an insurer arising out of a single catastrophic event.



Quota share reinsurance . ....................

Reinstatement premium. . . ... ................

Reinsurance . .

Retention . . . .
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A proportional reinsurance treaty in which the ceding
company cedes an agreed-on percentage of every risk
it insures that falls within a class or classes of
business subject to the treaty.

The premium paid by a ceding company for the right
and, typically the obligation to reinstate the portion of
coverage exhausted by prior claims. Reinstatement
provisions typically limit the amount of aggregate
coverage for all claims during the contract period and
often require additional premium payments.

The practice whereby one insurer, called the reinsurer,
in consideration of a premium paid to that reinsurer,
agrees to indemnify another insurer, called the ceding
company, for part or all of the liability of the ceding
company under one or more policies or contracts of
insurance that it has issued. Reinsurance does not
legally discharge the ceding company from its
liability with respect to its obligations to the insured.

The amount of exposure an insured retains on any
one risk or group of risks. The term may apply to an
insurance policy, where the insured is an individual or
business, or a reinsurance contract, where the insured
is an insurance company. See “Deductible.”

A transaction whereby a reinsurer cedes to another
reinsurer, the retrocessionaire, all or part of the
reinsurance that the first reinsurer has assumed.
Retrocessional reinsurance does not legally discharge
the ceding reinsurer from its liability with respect to
its obligations to the reinsured. Reinsurance
companies cede risks to retrocessionaires for reasons
similar to those that cause insurers to purchase
reinsurance: to reduce net liability on individual risks,
to protect against catastrophic losses, to stabilize
financial ratios and to obtain additional underwriting
capacity.

Liability of an insurance or reinsurance company for
existing claims that it expects to pay in the future and
for which a loss reserve has been established.

A term which describes a risk, or part of a risk,
retained by the insured in lieu of transferring the risk
to an insurer. A policy deductible or retention feature
allows a policyholder to self-insure a portion of an
exposure and thereby reduce its risk-transfer costs.

A term used in the insurance and reinsurance industry
to describe types of insurance or classes of business
that require specialized expertise to underwrite.
Insurance and reinsurance for these classes of
business is not widely available and is typically
purchased from the specialty lines divisions of larger
insurance companies or from small specialty lines
insurers.



Subpart F income .

Surplus (or statutory surplus) .. ...............

Surplus lines . . ...

Treaty reinsurance.

Underwriter. . . ...

Underwriting results . . ......................

Unearned premium
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For our direct insurance operations, specialty lines
include environmental liability and Defense Base Act
products. For our reinsurance business written from
Bermuda and Europe, specialty lines include workers
compensation catastrophe and political risk products
and industry loss warranties. For our reinsurance
business written from the United States, specialty
lines include professional liability products such as
directors and officers, errors and omissions and
medical malpractice.

Insurance and reinsurance income (including
underwriting and investment income) and foreign
personal holding company income (including interest,
dividends and other passive investment income).

As determined under statutory accounting principles,
the amount remaining after all liabilities, including
loss reserves, are subtracted from all of the
“admitted” assets (i.e., those permitted by regulation
to be recognized on the statutory balance sheet).
Surplus is also referred to as “statutory surplus” or
“surplus as regards policyholders” for statutory
accounting purposes.

A risk or a part of a risk for which there is no
insurance market available among admitted insurers
or insurance written by non-admitted insurance
companies to cover such risks.

The reinsurance of a specified type or category of
risks defined in a reinsurance agreement (a “treaty”)
between an insurer and a reinsurer. Typically, in
treaty reinsurance, the primary insurer (or reinsured)
is obligated to offer and the reinsurer is obligated to
accept a specified portion of all of that type or
category of risk originally written by the insurer.

An employee of an insurance or reinsurance company
who examines, accepts or rejects risks and classifies
accepted risks in order to charge an appropriate
premium for each accepted risk. The underwriter is
expected to select business that will produce an
average risk of loss no greater than that anticipated
for the class of business.

The pre-tax profit or loss experienced by an insurance
company that is calculated by deducting net losses
and loss expenses, net acquisition costs and general
and administration expenses from net premiums
earned. This profit or loss calculation includes
reinsurance assumed and ceded but excludes
investment income.

The portion of premiums written that is allocable to
the unexpired portion of the policy term or underlying
risk.



Working layer . . ............ . ... ... .. ..... Primary insurance that absorbs the losses immediately
above the insured’s retention layer. A working layer
insurer will pay up to a certain dollar amount of
losses over the insured’s retention, at which point a
higher layer excess insurer will be liable for
additional losses. The coverage terms of a working
layer typically assume an element of loss frequency.

Written premium. ... ........... ... ..., .... The premium entered on an insurer’s books for a
policy issued during a given period of time, whether
coverage is provided only during that period of time
or also during subsequent periods.

Item 2. Properties.

We currently lease office space in Bermuda (which houses our corporate headquarters), Europe, Hong Kong,
Singapore and the United States for the operation of our U.S. insurance, international insurance and reinsurance
segments. Except for our office space in Bermuda, which has 12 years remaining on the lease term, our leases have
remaining terms ranging from three months to approximately nine years in length. We renew and enter into new
leases in the ordinary course of business as needed. While we believe that the office space from these leased
properties is sufficient for us to conduct our operations for the foreseeable future, we may need to expand into
additional facilities to accommodate future growth. For more information on our leasing arrangements, please see
Note 15 of the notes to the consolidated financial statements in this Form 10-K.

Item 3. Legal Proceedings.

On April 4, 2006, a complaint was filed in the U.S. District Court for the Northern District of Georgia (Atlanta
Division) by a group of several corporations and certain of their related entities in an action entitled New Cingular
Wireless Headquarters, LLC et al, as plaintiffs, against certain defendants, including Marsh & McLennan
Companies, Inc., Marsh Inc. and Aon Corporation, in their capacities as insurance brokers, and 78 insurers,
including our insurance subsidiary in Bermuda, Allied World Assurance Company, Ltd.

The action generally relates to broker defendants’ placement of insurance contracts for plaintiffs with the 78
insurer defendants. Plaintiffs maintain that the defendants used a variety of illegal schemes and practices designed
to, among other things, allocate customers, rig bids for insurance products and raise the prices of insurance products
paid by the plaintiffs. In addition, plaintiffs allege that the broker defendants steered policyholders’ business to
preferred insurer defendants. Plaintiffs claim that as a result of these practices, policyholders either paid more for
insurance products or received less beneficial terms than the competitive market would have produced. The eight
counts in the complaint allege, among other things, (i) unreasonable restraints of trade and conspiracy in violation of
the Sherman Act, (ii) violations of the Racketeer Influenced and Corrupt Organizations Act, or RICO, (iii) that
broker defendants breached their fiduciary duties to plaintiffs, (iv) that insurer defendants participated in and
induced this alleged breach of fiduciary duty, (v) unjust enrichment, (vi) common law fraud by broker defendants
and (vii) statutory and consumer fraud under the laws of certain U.S. states. Plaintiffs seek equitable and legal
remedies, including injunctive relief, unquantified consequential and punitive damages, and treble damages under
the Sherman Act and RICO. On October 16, 2006, the Judicial Panel on Multidistrict Litigation ordered that the
litigation be transferred to the U.S. District Court for the District of New Jersey for inclusion in the coordinated or
consolidated pretrial proceedings occurring in that court. Neither Allied World Assurance Company, Ltd nor any of
the other defendants have responded to the complaint. Written discovery has begun but has not been completed. As
a result of the court granting motions to dismiss in the related putative class action proceeding, prosecution of this
case is currently stayed and the court is deciding whether to extend the current stay during the pendency of an appeal
filed by the class action plaintiffs with the Third Circuit Court of Appeals. At this point, it is not possible to predict
its outcome, the company does not, however, currently believe that the outcome will have a material adverse effect
on the company’s operations or financial position.

We may become involved in various claims and legal proceedings that arise in the normal course of our
business, which are not likely to have a material adverse effect on our results of operations.
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Item 4. Submission of Matters to a Vote of Security Holders.

None.

PART 1I

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases of
Equity Securilties.

Our common shares began publicly trading on the New York Stock Exchange under the symbol “AWH” on
July 12,2006. The following table sets forth, for the periods indicated, the high and low sales prices per share of our
common shares as reported on the New York Stock Exchange Composite Tape.

_High —_Low
2009:
FAESE QUATTET .+« v« o v e eee e e e e e e et et e $42.68  $32.23
SECON QUAITET . . . . . oo oo e e e e e e e e e e e e e $41.32  $35.43
TRIF QUATTET © . o o o et e e e e e e $49.76  $39.93
FOUItH QUAITET .+« o o v vt e e e et e e e et e e $49.31  $44.32
2008:
FALSE QUAITET .« + « « vt v e e e et et e e e et $50.24  $38.29
SECONA QUATTEL . . o o v v vttt et e e $46.82  $39.08
TRIFA QUATTET .« o o o et e e e e et e e e e e $42.93  $34.67
FOUrth QUATTET . . o . v e et e e e e e $40.60  $21.00

On February 22, 2010, the last reported sale price for our common shares was $46.05 per share. At
February 22, 2010, there were 57 holders of record of our common shares and approximately 61,250 beneficial
holders of our common shares.

During the year ended December 31, 2009, we declared a regular quarterly dividend of $0.18 per common
share during for the first, second and third quarters, and a regular quarterly dividend of $0.20 per common share for
the fourth quarter. During the year ended December 31, 2008, we declared a regular quarterly dividend of $0.18 per
common share during each quarter. The continued declaration and payment of dividends to holders of common
shares is expected but will be at the discretion of our Board of Directors and subject to specified legal, regulatory,
financial and other restrictions.

As a holding company, our principal source of income is dividends or other statutorily permissible payments
from our subsidiaries. The ability of our subsidiaries to pay dividends is limited by the applicable laws and
regulations of the various countries in which we operate, including Bermuda, the United States and Ireland. See
JItem 1. “Business — Regulatory Matters” and Item 7. “Management’s Discussion and Analysis of Financial
Condition and Results of Operations — Liquidity and Capital Resources — Restrictions and Specific Require-
ments” and Note 16 of the notes to consolidated financial statements included in this Form 10-K.

We did not purchase any of our common shares during the quarter ended December 31, 2009.
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Performance Graph

The following information is not deemed to be “soliciting material” or to be “filed”” with the SEC or subject to
the liabilities of Section 18 of the Exchange Act, and the report shall not be deemed to be incorporated by reference
into any prior or subsequent filing by the company under the Securities Act or the Exchange Act.

The following graph shows the cumulative total return, including reinvestment of dividends, on the common
shares compared to such return for Standard & Poor’s 500 Composite Stock Price Index (“S&P 5007), and
Standard & Poor’s Property & Casualty Insurance Index for the period beginning on July 11, 2006 and ending on
December 31, 2009, assuming $100 was invested on July 11, 2006. The measurement point on the graph represents
the cumulative shareholder return as measured by the last reported sale price on such date during the relevant period.
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Item 6. Selected Financial Data.

The following table sets forth our summary historical statement of operations data and summary balance sheet
data as of and for the years ended December 31, 2009, 2008, 2007, 2006 and 2005. Statement of operations data and
balance sheet data are derived from our audited consolidated financial statements, which have been prepared in
accordance with U.S. GAAP. These historical results are not necessarily indicative of results to be expected from
any future period. For further discussion of this risk see Item 1A. “Risk Factors” in this Form 10-K. You should read
the following selected financial data in conjunction with the other information contained in this Form 10-K,
including Item 7 “Management’s Discussion and Analysis of Financial Condition and Results of Operations™ and
Item 8 “Financial Statements and Supplementary Data”.

Year Ended December 31,
2009 2008 2007 2006 2005
($ in millions, except per share amounts and ratios)

Summary Statement of Operations Data:

Gross premiums written. . ... .............. $ 1693 $ 14456 $ 15055 $ 1,659.0 $ 1,560.3
Net premiums Written . . ... ............... $ 13211 0§ 1,0072 § 1,1531 $  1,3066 $ 1,222.0
Net premiums earned . ................... $ 1,3169 $ L1170 $ 1,599 § 12520 $ 12715
Net investment income . .. ................ 300.7 308.8 297.9 244.4 178.6
Net realized investment gains (losses) . ........ 126.4 (60.0) 37.0 (4.8) (10.2)
Net impairment charges recognized in earnings . . (49.6) (212.9) (44.6) (23.9) —_—
Other inCome . . v v oo v oo ee e e 1.5 0.7 — — —
Net losses and loss expenses .. ............. 604.1 641.1 682.3 739.1 1,344.6
Acquisition coSts . ... ... .. 148.9 112.6 119.0 141.5 1434
General and administrative expenses. . . ....... 248.6 185.9 141.6 106.1 94.3
Amortization and impairment of intangible

ASSEES . o it 11.1 0.7 — — —
Interest €Xpense . . ..o 39.0 387 37.8 32.6 15.6
Foreign exchange loss (gain) ... ............ 0.7 (1.4) (0.8) 0.6 22
Income tax expense (benefit) . .............. 36.6 (7.6) 1.1 5.0 0.4)
Net income (10SS) . ... o oot v $ 6069 $ 1836 $ 469.2 % 4428 §  (159.8)

Per Share Data:
Earnings (loss) per share(1):

Basic..........iii $ 1226 $ 375§ 7.84 $ 8.09 § (3.19)

Diluted. . .........c.c 11.67 3.59 7.53 7.75 (3.19)
Weighted average number of common shares

outstanding:

BasiC...... oo 49,503,438 48,936,912 59,846,987 54,746,613 50,162,342

Diluted. . . ... i 51,992,674 51,147,215 62,331,165 57,115,172 50,162,842
Dividends declared per share . .............. $ 074 $ 072 $ 0.63 $ 0.15 § 9.93

Year Ended December 31,
2009 2008 2007 2006 2005

Selected Ratios:

Loss and loss expense ratio(2) . . .. ... i 459% 57.4% 58.8% 59.0% 105.7%
Acquisition cost ratio(3) .. ... ... 11.3 101 103 113 11.3
General and administrative expense ratio(4) . .. .................. 189 16.6 122 8.5 7.4
Expense 1atio(5) . ..« oo 302 267 225 198 18.7
Combined ratio(6) . . . . i 76.1 84.1 813 788 1244



As of December 31,
2009 2008 2007 2006 2005
($ in millions, except per share amounts)

Summary Balance Sheet Data:

Cash and cash equivalents . . . ................ $ 2922 $ 6558 $ 2026 $ 3668 § 1724
Investments at fair value . .. ................. 7,156.3 6,157.1 6,029.3 5,440.3 4,687.4
Reinsurance recoverable . ................... 920.0 888.3 682.8 689.1 716.3
Total aSsSetS . . v oo vt e 9,653.2 9,022.5 7,899.1 7,620.6 6,610.5
Reserve for losses and loss expenses . .......... 4,761.8 4,576.8 3,919.8 3,637.0 3,405.4
Unearned premiums . .. ... ......oueennnnn.. 928.6 930.4 811.1 813.8 740.1
Total debt........ ... i 498.9 742.5 498.7 498.6 500.0
Total shareholders” equity .. ................. 3,213.3 2,416.9 2,239.8 2,220.1 1,420.3

(1) Please refer to Note 13 of the notes to consolidated financial statements for the calculation of basic and diluted
earnings per share.

(2) Calculated by dividing net losses and loss expenses by net premiums earned.

(3) Calculated by dividing acquisition costs by net premiums earned.

(4) Calculated by dividing general and administrative expenses by net premiums earned.

(5) Calculated by combining the acquisition cost ratio and the general and administrative expense ratio.

(6) Calculated by combining the loss ratio, acquisition cost ratio and general and administrative expense ratio.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

Some of the statements in this Form 10-K include forward-looking statements within the meaning of The
Private Securities Litigation Reform Act of 1995 that involve inherent risks and uncertainties. These statements
include in general forward-looking statements both with respect to us and the insurance industry. Statements that are
not historical facts, including statements that use terms such as “anticipates,” “believes,” “expects,” “intends,”
“plans,” “projects,” “seeks” and “will” and that relate to our plans and objectives for future operations, are forward-
looking statements. In light of the risks and uncertainties inherent in all forward-looking statements, the inclusion of
such statements in this Form 10-K should not be considered as a representation by us or any other person that our
objectives or plans will be achieved. These statements are based on current plans, estimates and expectations.
Actual results may differ materially from those projected in such forward-looking statements and therefore you
should not place undue reliance on them. Important factors that could cause actual results to differ materially from
those in such forward-looking statements are set forth in Item 1A. “Risk Factors” in this Form 10-K. We undertake
no obligation to release publicly the results of any future revisions we make to the forward-looking statements to
reflect events or circumstances after the date hereof or to reflect the occurrence of unanticipated events.

Overview

Our Business

We write a diversified portfolio of property and casualty insurance and reinsurance internationally through our
subsidiaries and branches based in Bermuda, Europe, Hong Kong, Singapore and the United States. We manage our
business through three operating segments: U.S. insurance, international insurance and reinsurance. As of
December 31, 2009, we had approximately $9.7 billion of total assets, $3.2 billion of total shareholders’ equity
and $3.7 billion of total capital, which includes shareholders’ equity and senior notes.

Our results of operations were positively impacted by the inclusion of Darwin for the year ended December 31,
2009. We completed our acquisition of Darwin in October 2008 and as such our results of operations for the year
ended December 31, 2008 did not include a full year of Darwin’s results.
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Our consolidated gross premiums written increased by $250.7 million, or 17.3%, for the year ended
December 31, 2009 compared to the year ended December 31, 2008. Our net income for the year ended
December 31, 2009 increased by $423.3 million, or 230.6%, to $606.9 million compared to $183.6 million for
the year ended December 31, 2008. The increase in net income for the year ended December 31, 2009 compared to
the year ended December 31, 2008 was primarily due to net realized investment gains, lower impairment charges on
our investments, insignificant catastrophe loss activity and the acquisition of Darwin.

Financial Highlights
Year Ended December 31,

2009 2008 2007
($ in millions except share and per share data)

Gross premiums WIitten . .. ........ ottt $ 1693 $ 14456 § 1,5055
NetINCOME . . . oottt e e e 606.9 183.6 469.2
Operating inCome . .. ..ottt 537.7 455.1 476.0
Basic earnings per share:

NELINCOME .« « o v vt et e e e et e e $ 1226 % 375§ 7.84

Operating inCOME . . . ot vt et et e $ 10.86 $ 930 % 7.95
Diluted earnings per share:

NEtiNCOME « + v o ottt et e e e e e e e e $ 11.67 $ 359 % 7.53

Operating iNCOME . . ... ...ttt $ 1034 $ 890 § 7.64
Weighted average common shares outstanding:

BasiC . . 49,503,438 48,936,912 59,846,987

Diluted . . .oo 51,992,674 51,147,215 62,331,165
Book value per share. .. ........ ... .. ... . $ 6461 S 4929 $ 45.95
Diluted book value pershare. .. ........ ... .. ... ........ $ 5956 $ 4605 $ 42.53
Annualized return on average equity (ROAE), net income . . . .. 22.6% 8.3% 21.7%
Annualized ROAE, operating income. . . .................. 20.0% 20.6% 22.1%

Non-GAAP Financial Measures

In presenting the company’s results, management has included and discussed certain non-GAAP financial
measures, as such term is defined in Item 10(e) of Regulation S-K promulgated by the SEC. Management believes
that these non-GAAP measures, which may be defined differently by other companies, better explain the company’s
results of operations in a manner that allows for a more complete understanding of the underlying trends in the
company’s business. However, these measures should not be viewed as a substitute for those determined in
accordance with U.S. GAAP.

Operating income & operating income per share

Operating income is an internal performance measure used in the management of our operations and
represents after-tax operational results excluding, as applicable, net realized investment gains or losses, net
impairment charges recognized in earnings, impairment of intangible assets and foreign exchange gain or loss. We
exclude net realized investment gains or losses, net impairment charges recognized in earnings and net foreign
exchange gain or loss from our calculation of operating income because the amount of these gains or losses is
heavily influenced by and fluctuates in part according to the availability of market opportunities and other factors.
We exclude impairment of intangible assets as these are non-recurring charges. We believe these amounts are
largely independent of our business and underwriting process and including them distorts the analysis of trends in
our operations. In addition to presenting net income determined in accordance with U.S. GAAP, we believe that
showing operating income enables investors, analysts, rating agencies and other users of our financial information
to more easily analyze our results of operations in a manner similar to how management analyzes our underlying
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business performance. Operating income should not be viewed as a substitute for U.S. GAAP net income. The
following is a reconciliation of operating income to its most closely related U.S. GAAP measure, net income.
Year Ended December 31,
2009 2008 2007

($ in millions except share and per
share data)

NELINCOME . .\ttt it ettt et et e e e e et $ 6069 $183.6 $469.2
Add:
Net realized investment (gains) losses . .. ........ ... i (126.4) 60.0 (37.0)
Net impairment charges in €arnings. . . .. ... ..........o.ouunnnnnn. 49.6 212.9 44.6
Impairment of intangible assets. ... ....... ... ... ... . L 6.9 — —
Foreign exchange 1oss (gain). . .......... ... i, 0.7 (1.4) (0.8)
Operating NCOMIE . . . . .t vttt e ettt e e e e $537.7 $455.1  $476.0
Basic per share data:
NELINCOIME . . o vttt e e e e e e e e $1226 $375 $ 784
Add:
Net realized investment (gains) losses .. .......... ... ... ... ... . .... (2.55) 1.23 (0.62)
Net impairment charges in earningS. . . . . v v v v vt e ettt et 1.00 4.35 0.74
Impairment of intangible assets. . .......... ... ... .. ... ... ... . ... 0.14 — —
Foreign exchange 10sS (ZaIN). . .. .ottt e 0.01 (0.03) (0.01)
Operating INCOIME . « . . o v vt v vt e e e ettt e e e e e et $1086 $ 930 $ 795
Diluted per share data:
NETINCOME . o v\t vttt e e e e e e e e e e e e e e $1167 $359 §$ 753
Add:
Net realized investment (gains) losses ... ............. .. ... ... ... ... (2.43) 1.17 (0.59)
Net impairment charges in €arnings. . . . .. ..ot vttt . 0.96 4.16 0.71
Impairment of intangible assets . . .. ........ ... ... ... .. . .o L 0.13 — —
Foreign exchange loss (gain). . ........... .. ... ... .. ... ... ... .... 0.01 (0.02) (0.01)
Operating iNCOME . . . . v vt ettt ettt e e e et e $1034 $890 §$ 7.64

Annualized return on equity

Annualized return on average shareholders’ equity (“ROAE”) is calculated using average equity, excluding the
average after tax unrealized gains or losses on investments. Unrealized gains or losses on investments are primarily
the result of interest rate and risk premium movements and the resultant impact on fixed income securities. Such
gains or losses are not related to management actions or operational performance, nor are they likely to be realized.
Therefore, we believe that excluding these unrealized gains or losses provides a more consistent and useful
measurement of operating performance, which supplements U.S. GAAP information. We present ROAE as a
measure that is commonly recognized as a standard of performance by investors, analysts, rating agencies and other
users of our financial information.

Annualized operating return on average shareholders’ equity is calculated using operating income and average
shareholders’ equity, excluding the average after tax unrealized gains or losses on investments. Unrealized gains or
losses are excluded from equity for the reasons outlined above.
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2009 2008 2007
($ in millions)

Opening shareholders’ equity. ... ...... ... .. .. .. $2,416.9  $2,239.8  $2,220.1
Deduct: accumulated other comprehensive income . . ................. (105.6) (136.2) (6.5)
Adjusted opening shareholders’ equity . .. .......... .. ... ... ... ... $2,311.3  $2,103.6  $2,213.6
Closing shareholders’ equity .. ........ ... ... ... ... $3,213.3  $2,4169  $2,239.8
Deduct: accumulated other comprehensive income . .. ................ (149.8) (105.6) (136.2)
Adjusted closing shareholders’ equity. . . ...... ... ... ... ... ... ... $3,063.5 $2,311.3  $2,103.6
Average shareholders’ equity .. . ........ . ... . $2,687.3  $2,207.4  $2,158.6
Net income available to shareholders . .. ......... ... .. ... ... ..... $ 6069 $ 1836 $ 469.2
Annualized return on average shareholders’ equity — net income available

to shareholders . ... ... ... ... 22.6% 8.3% 21.7%
Operating income available to shareholders .. ...................... $ 5377 $ 4551 $ 4760
Annualized return on average shareholders’ equity — operating income

available to shareholders . ........ ... .. .. .. L, 20.0% 20.6% 22.1%

Diluted book value per share

We have included diluted book value per share because it takes into account the effect of dilutive securities;
therefore, we believe it is a better measure of calculating shareholder returns than book value per share.
Year Ended December 31,

2009 2008 2007
($ in millions except share and per share data)
Price per share at period end . . ... ....... ... ... $ 46.07 $ 40.60 $ 50.17
Total shareholders’ equity . . ... ....... ... .. ... $ 32133 $ 24169 $ 22398
Basic common shares outstanding . .. .................... 49,734,487 49,036,159 48,741,927
Add:

Unvested restricted share units. . . ..................... 915,432 971,907 820,890

Performance based equity awards. ... ......... ... ... ... 1,583,237 1,345,903 886,251

Dilutive options/warrants outstanding . . ... .............. 6,805,157 6,371,151 6,723,875
Deduct:

Options bought back via treasury method. . .. ............ (5,087,405) (5,237,965) (4,5006,182)
Common shares and common share equivalerits outstanding . . .. 53,950,908 52,487,155 52,666,761
Weighted average exercise price per share . .. .............. $ 3444 $ 3338 % 33.62
Basic book value per common share . .................... $ 6461 9 4929 § 45.95
Diluted book value per common share. .. ................. $ 5956 % 46.05 $ 42.53

Recent Developments

Change to Segment Reporting

During the first quarter of 2009, our Chief Executive Officer (our chief operating decision maker) realigned the
company’s management reporting structure due to organizational changes and the growth of our direct specialty
insurance operations in the United States, including our acquisition of Darwin, and an increasing emphasis on
markets and customers served. As a result, management monitors the performance of its direct underwriting
operations based on the geographic location of the company’s offices, the markets and customers served and the
type of accounts written. There were no changes to how management monitors its reinsurance underwriting
operations. Accordingly, the reinsurance segment continues to be reported on its historical basis without any
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modifications. We are currently organized into three operating segments: U.S. insurance, international insurance
and reinsurance. All product lines fall within these classifications.

The U.S. insurance segment includes the Company’s direct specialty insurance operations in the United States.
This segment provides both direct property and specialty casualty insurance to primarily non-Fortune 1000 North
American domiciled accounts. The international insurance segment includes the Company’s direct insurance
operations in Bermuda, Europe, Hong Kong and Singapore. This segment provides both direct property and
casualty insurance primarily to Fortune 1000 North American domiciled accounts and mid-sized to large non-North
American domiciled accounts. The reinsurance segment includes the reinsurance of property, general casualty,
professional liability, specialty lines and property catastrophe coverages written by other insurance companies. We
presently write reinsurance on both a treaty and a facultative basis, targeting several niche reinsurance markets.

The discussion of our results of operations comparing the year ended December 31, 2009 to the year ended
December 31, 2008 and the year ended December 31, 2008 to the year ended December 31, 2007 are based on the
new segments. All segment information for the years ended December 31, 2008 and 2007 has been recast using the
new segments.

Relevant Factors

Revenues

We derive our revenues primarily from premiums on our insurance policies and reinsurance contracts, net of
any reinsurance or retrocessional coverage purchased. Insurance and reinsurance premiums are a function of the
amounts and types of policies and contracts we write, as well as prevailing market prices. Our prices are determined
before our ultimate costs, which may extend far into the future, are known. In addition, our revenues include income
generated from our investment portfolio, consisting of net investment income and net realized investment gains or
Josses. Investment income is principally derived from interest and dividends earned on investments, partially offset
by investment management expenses and fees paid to our custodian bank. Net realized investment gains or losses
include gains or losses from the sale of investments, as well as the change in the fair value of investments that we
mark-to-market through net income.

Due to changes in the recognition and presentation of other-than-temporary impairments (“OTTI”) of our
available for sale debt securities based on guidance issued by the Financial Accounting Standards Board (“FASB”)
in April 2009, OTTI, which was previously included in “net realized investment gains or losses”, will be presented
separately in the consolidated statements of operations and comprehensive income (the “consolidated income
statements™) as “net impairment charges recognized in earnings”. See “— Critical Accounting Policies-Other-
Than-Temporary Impairments of Investments” for further discussion of the recognition and presentation of OTTL

Expenses

Our expenses consist largely of net losses and loss expenses, acquisition costs, and general and administrative
expenses. Net losses and loss expenses incurred are comprised of three main components:

+ losses paid, which are actual cash payments to insureds and reinsureds, net of recoveries from reinsurers;

* outstanding loss or case reserves, which represent management’s best estimate of the likely settlement
amount for known claims, less the portion that can be recovered from reinsurers; and

* reserves for losses incurred but not reported, or “IBNR”, which are reserves (in addition to case reserves)
established by us that we believe are needed for the future settlement of claims. The portion recoverable from
reinsurers is deducted from the gross estimated loss.

Acquisition costs are comprised of commissions, brokerage fees and insurance taxes. Commissions and
brokerage fees are usually calculated as a percentage of premiums and depend on the market and line of business.
Acquisition costs are reported after (1) deducting commissions received on ceded reinsurance, (2) deducting the
part of acquisition costs relating to unearned premiums and (3) including the amortization of previously deferred
acquisition costs.
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General and administrative expenses include personnel expenses including stock-based compensation
charges, rent expense, professional fees, information technology costs and other general operating expenses.
We are experiencing increases in general and administrative expenses resulting from additional staff, increased
stock-based compensation expense, increased rent expense, increased professional fees and additional amortization
expense for building-related and infrastructure expenditures.

Ratios

LT3

Management measures results for each segment on the basis of the “loss and loss expense ratio, acquisition
costratio,” “general and administrative expense ratio,” “expense ratio” and the “combined ratio.” Because we donot
manage our assets by segment, investment income, interest expense and total assets are not allocated to individual
reportable segments. General and administrative expenses are allocated to segments based on various factors,
including staff count and each segment’s proportional share of gross premiums written. The “loss and loss expense
ratio” is derived by dividing net losses and loss expenses by net premiums earned. The “acquisition cost ratio” is
derived by dividing acquisition costs by net premiums earned. The “general and administrative expense ratio” is
derived by dividing general and administrative expenses by net premiums earned. The “expense ratio” is the sum of
the acquisition cost ratio and the general and administrative expense ratio. The “combined ratio” is the sum of the
loss and loss expense ratio, the acquisition cost ratio and the general and administrative expense ratio.

Critical Accounting Policies

It is important to understand our accounting policies in order to understand our financial position and results of
operations. Our consolidated financial statements reflect determinations that are inherently subjective in nature and
require management to make assumptions and best estimates to determine the reported values. If events or other
factors cause actual results to differ materially from management’s underlying assumptions or estimates, there
could be a material adverse effect on our financial condition or results of operations. The following are the
accounting estimates that, in management’s judgment, are critical due to the judgments, assumptions and
uncertainties underlying the application of those estimates and the potential for results to differ from management’s
assumptions.

Reserve for Losses and Loss Expenses

Reserves for losses and loss expenses by segment as of December 31, 2009, 2008 and 2007 were comprised of
the following:

U.S. Insurance International Insurance Reinsurance Total
December 31, December 31, December 31, December 31,

2009 2008 2007 2009 2008 2007 2009 2008 2007 2009 2008 2007
($ in millions)

Case reserves. . .. ... $ 268.1 $ 2573 $107.0 $ 5704 $ 6193 $ 6437 $ 3135 $ 2563 $ 212.7 $1,152.0 $1,132.9 $ 963.4
IBNR............ 985.6 8712 4165 1,786.0 1,753.7 1,736.3 838.2 819.0 803.7 3,609.8 3,443.9 29564
Reserve for losses and

loss expenses . . . .. 1,253.7 1,128.5 5235 23564 23730 23800 1,151.7 1,075.3 10164 4,761.8 4,576.8 3,919.8
Reinsurance

recoverables . . . . .. (351.8) (309.1) (52.3) (566.3) (576.0) (612.3) 1.9) (3.2)  (18.2) (920.0) (888.3) (682.8)

Net reserve for losses
and loss expenses . . $ 901.9 $ 819.4 $471.2 $1,790.1 $1,797.0 $1,767.7 $1,149.8 $1,072.1 $ 998.2 $3,841.8 $3,688.5 $3,237.0

Included in the increase in reserves for losses and loss expenses for the U.S. insurance segment from
December 31, 2007 to December 31, 2008 was the reserves for losses and loss expenses assumed in connection with
the acquisition of Finial Insurance Company, now known as Allied World Reinsurance Company, as well as the
acquisition of Darwin. As a part of the acquisition of Finial Insurance Company, we assumed case reserves of
$56.4 million and IBNR of $48.5 million. The case reserves and IBNR assumed were 100% ceded to National
Indemnity Company, an affiliate of Berkshire Hathaway Inc., resulting in an increase of $104.9 million in
reinsurance recoverables. As part of the acquisition of Darwin we acquired case reserves and IBNR combined,
before any elimination, of $455.2 million and reinsurance recoverables of $156.3 million. Please refer to Note 3 of
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the notes to the consolidated financial statements for additional information regarding the acquisition of Finial
Insurance Company and Darwin.

The reserve for losses and loss expenses is comprised of two main elements: outstanding loss reserves, also
known as “case reserves,” and reserves for IBNR. Outstanding loss reserves relate to known claims and represent
management’s best estimate of the likely loss settlement. Thus, there is a significant amount of estimation involved
in determining the likely loss payment. IBNR reserves require judgment because they relate primarily to unreported
events that, based on industry information, management’s experience and actuarial evaluation, can reasonably be
expected to have occurred and are reasonably likely to result in a loss to our company. IBNR reserves also relate to
estimated development of reported events that based on industry information, management’s experience and
actuarial evaluation, can reasonably be expected to reach our attachment point and are reasonably likely to result in
a loss to our company.

IBNR is the estimated liability for (1) claims that have occurred but have not yet been reported as well as
(2) changes in the values of claims that have been reported to us but are not yet settled. Each claim is settled
individually based upon its merits and it is not unusual for a claim to take years after being reported to settle,
especially if legal action is involved. As a result, reserves for losses and loss expenses include significant estimates
for IBNR reserves.

The reserve for IBNR is estimated by management for each line of business based on various factors, including
underwriters’ expectations about loss experience, actuarial analysis, comparisons with the results of industry
benchmarks and loss experience to date. The reserve for IBNR is calculated as the ultimate amount of losses and
loss expenses less cumulative paid losses and loss expenses and case reserves. Our actuaries employ generally
accepted actuarial methodologies to determine estimated ultimate loss reserves.

While management believes that our case reserves and IBNR are sufficient to cover losses assumed by us, there
can be no assurance that losses will not deviate from our reserves, possibly by material amounts. The methodology
of estimating loss reserves is periodically reviewed to ensure that the assumptions made continue to be appropriate.
To the extent actual reported losses exceed estimated losses, the carried estimate of the ultimate losses will be
increased (i.e., unfavorable reserve development), and to the extent actual reported losses are less than estimated
losses, the carried estimate of ultimate losses will be reduced (i.e., favorable reserve development). We record any
changes in our loss reserve estimates and the related reinsurance recoverables in the periods in which they are
determined.

The estimate of reserves for our property insurance and property reinsurance lines of business relies primarily
on traditional loss reserving methodologies, utilizing selected paid and reported loss development factors. In the
property lines of business, claims are generally reported and paid within a relatively short period of time (“shorter
tail lines”) during and following the policy coverage period. This generally enables us to determine with greater
certainty our estimate of ultimate losses and loss expenses.

Our casualty insurance and casualty reinsurance lines of business include general liability risks, healthcare and
professional liability risks. Claims may be reported or settled several years after the coverage period has terminated
for these lines of business (“longer tail lines”), which increases uncertainties of our reserve estimates in such lines.
In addition, our attachment points for these longer tail lines are relatively high, making reserving for these lines of
business more difficult than shorter tail lines due to having to estimate whether the severity of the estimated losses
will exceed our attachment point. We establish a case reserve when sufficient information is gathered to make a
reasonable estimate of the liability, which often requires a significant amount of information and time. Due to the
lengthy reporting pattern of these casualty lines, reliance is placed on industry benchmarks supplemented by our
own experience. For expected loss ratio selections, we are giving greater consideration to our existing experience
supplemented with analysis of loss trends, rate changes and experience of peer companies.

Our reinsurance treaties are reviewed individually, based upon individual characteristics and loss experience
emergence. Loss reserves on assumed reinsurance have unique features that make them more difficult to estimate
than direct insurance. We establish loss reserves upon receipt of advice from a cedent that a reserve is merited. Our
claims staff may establish additional loss reserves where, in their judgment, the amount reported by a cedent is
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potentially inadequate. The following are the most significant features that make estimating loss reserves on
assumed reinsurance difficult:

« Reinsurers have to rely upon the cedents and reinsurance intermediaries to report losses in a timely fashion.
» Reinsurers must rely upon cedents to price the underlying business appropriately.

« Reinsurers have less predictable loss emergence patterns than direct insurers, particularly when writing
excess-of-loss reinsurance.

For excess-of-loss reinsurance, cedents generally are required to report losses that either exceed 50% of the
retention, have a reasonable probability of exceeding the retention or meet serious injury reporting criteria. All
reinsurance claims that are reserved are reviewed at least every six months. For quota share reinsurance treaties,
cedents are required to give a periodic statement of account, generally monthly or quarterly. These periodic
statements typically include information regarding written premiums, earned premiums, unearned premiums,
ceding commissions, brokerage amounts, applicable taxes, paid losses and outstanding losses. They can be
submitted 60 to 90 days after the close of the reporting period. Some quota share reinsurance treaties have specific
language regarding earlier notice of serious claims.

Reinsurance generally has a greater time lag than direct insurance in the reporting of claims. The time lag is
caused by the claim first being reported to the cedent, then the intermediary (such as a broker) and finally the
reinsurer. This lag can be up to six months or longer in certain cases. There is also a time lag because the insurer may
not be required to report claims to the reinsurer until certain reporting criteria are met. In some instances this could
be several years while a claim is being litigated. We use reporting factors based on data from the Reinsurance
Association of America to adjust for time lags. We also use historical treaty-specific reporting factors when
applicable. Loss and premium information are entered into our reinsurance system by our claims department and
our accounting department on a timely basis.

We record the individual case reserves sent to us by the cedents through the reinsurance intermediaries.
Individual claims are reviewed by our reinsurance claims department and adjusted as deemed appropriate. The loss
data received from the intermediaries is checked for reasonableness and for known events. Details of the loss
listings are reviewed during routine claim audits.

The expected loss ratios that we assign to each treaty are based upon analysis and modeling performed by a
team of actuaries. The historical data reviewed by the team of pricing actuaries is considered in setting the reserves
for each cedent. The historical data in the submissions is matched against our carried reserves for our historical

treaty years.

Loss reserves do not represent an exact calculation of liability. Rather, loss reserves are estimates of what we
expect the ultimate resolution and administration of claims will cost. These estimates are based on actuarial and
statistical projections and on our assessment of currently available data, as well as estimates of future trends in
claims severity and frequency, judicial theories of liability and other factors. Loss reserve estimates are refined as
experience develops and as claims are reported and resolved. In addition, the relatively long periods between when a
loss occurs and when it may be reported to our claims department for our casualty insurance and casualty
reinsurance lines of business increase the uncertainties of our reserve estimates in such lines.

We utilize a variety of standard actuarial methods in our analysis. The selections from these various methods
are based on the loss development characteristics of the specific line of business. For lines of business with long
reporting periods such as casualty reinsurance, we may rely more on an expected loss ratio method (as described
below) until losses begin to develop. For lines of business with short reporting periods such as property insurance,
we may rely more on a paid loss development method (as described below) as losses are reported relatively quickly.
The actuarial methods we utilize include:

Paid Loss Development Method. We estimate ultimate losses by calculating past paid loss development
factors and applying them to exposure periods with further expected paid loss development. The paid loss
development method assumes that losses are paid at a consistent rate. The paid loss development method
provides an objective test of reported loss projections because paid losses contain no reserve estimates. In some
circumstances, paid losses for recent periods may be too varied for accurate predictions. For many coverages,
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especially casualty coverages, claim payments are made slowly and it may take years for claims to be fully
reported and settled. These payments may be unreliable for determining future loss projections because of
shifts in settlement patterns or because of large settlements in the early stages of development. Choosing an
appropriate “tail factor” to determine the amount of payments from the latest development period to the
ultimate development period may also require considerable judgment, especially for coverages that have long
payment patterns. As we have limited payment history, we have had to supplement our paid loss development
patterns with appropriate benchmarks.

Reported Loss Development Method. We estimate ultimate losses by calculating past reported loss
development factors and applying them to exposure periods with further expected reported loss development.
Since reported losses include payments and case reserves, changes in both of these amounts are incorporated in
this method. This approach provides a larger volume of data to estimate ultimate losses than the paid loss
development method. Thus, reported loss patterns may be less varied than paid loss patterns, especially for
coverages that have historically been paid out over a long period of time but for which claims are reported
relatively early and have case loss reserve estimates established. This method assumes that reserves have been
established using consistent practices over the historical period that is reviewed. Changes in claims handling
procedures, large claims or significant numbers of claims of an unusual nature may cause results to be too
varied for accurate forecasting. Also, choosing an appropriate “tail factor” to determine the change in reported
loss from that latest development period to the ultimate development period may require considerable
judgment. As we have limited reported history, we have had to supplement our reported loss development
patterns with appropriate benchmarks.

Expected Loss Ratio Method. To estimate ultimate losses under the expected loss ratio method, we
multiply earned premiums by an expected loss ratio. The expected loss ratio is selected utilizing industry data,
historical company data and professional judgment. This method is particularly useful for new insurance
companies or new lines of business where there are no historical losses or where past loss experience is not
credible.

Bornhuetter-Ferguson Paid Loss Method. The Bornhuetter-Ferguson paid loss method is a combination
of the paid loss development method and the expected loss ratio method. The amount of losses yet to be paid is
based upon the expected loss ratios and the expected percentage of losses unpaid. These expected loss ratios
are modified to the extent paid losses to date differ from what would have been expected to have been paid
based upon the selected paid loss development pattern. This method avoids some of the distortions that could
result from a large development factor being applied to a small base of paid losses to calculate ultimate losses.
This method will react slowly if actual loss ratios develop differently because of major changes in rate levels,
retentions or deductibles, the forms and conditions of reinsurance coverage, the types of risks covered or a
variety of other changes.

Bornhuetter-Ferguson Reported Loss Method. The Bornhuetter-Ferguson reported loss method is
similar to the Bornhuetter-Ferguson paid loss method with the exception that it uses reported losses and
reported loss development factors.

During 2009, 2008 and 2007, we adjusted our reliance on actuarial methods utilized for certain casualty lines
of business and loss years within our U.S. insurance and international insurance segments from using a blend of the
Bornhuetter-Ferguson reported loss method and the expected loss ratio method to using only the Bornhuetter-
Ferguson reported loss method. Also during 2009 and 2008, we began adjusting our reliance on actuarial methods
utilized for certain other casualty lines of business and loss years within all of our operating segments including the
reinsurance segment, by placing greater reliance on the Bornhuetter-Ferguson reported loss method than on the
expected loss ratio method. Placing greater reliance on more responsive actuarial methods for certain casualty lines
of business and loss years within each of our operating segments is a natural progression as we mature as a company
and gain sufficient historical experience of our own that allows us to further refine our estimate of the reserve for
losses and loss expenses. We believe utilizing only the Bornhuetter-Ferguson reported loss method for older loss
years will more accurately reflect the reported loss activity we have had thus far in our ultimate loss ratio selections,
and will better reflect how the ultimate losses will develop over time. We will continue to utilize the expected loss
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ratio method for the most recent loss years until we have sufficient historical experience to utilize other acceptable
actuarial methodologies.

We expect that the trend of placing greater reliance on more responsive actuarial methods, for example from
the expected loss ratio method to the Bornhuetter-Ferguson reported loss method, to continue as both (1) our loss
years mature and become more statistically reliable and (2) as we build databases of our internal loss development
patterns. The expected loss ratio remains a key assumption as the Bornhuetter-Ferguson methods rely upon an
expected loss ratio selection and a loss development pattern selection.

The key assumptions used to arrive at our best estimate of loss reserves are the expected loss ratios, rate of loss
cost inflation, selection of benchmarks and reported and paid loss emergence patterns. Our reporting factors and
expected loss ratios are based on a blend of our own experience and industry benchmarks for longer tailed business
and primarily our own experience for shorter tail business. The benchmarks selected were those that we believe are
most similar to our underwriting business.

Our expected loss ratios for shorter tail lines change from year to year. As our losses from shorter tail lines of
business are reported relatively quickly, we select our expected loss ratios for the most recent years based upon our
actual loss ratios for our older years adjusted for rate changes, inflation, cost of reinsurance and average storm
activity. For the shorter tail lines, we initially used benchmarks for reported and paid loss emergence patterns. Aswe
mature as a company, we have begun supplementing those benchmark patterns with our actual patterns as
appropriate. For the longer tail lines, we continue to use benchmark patterns, although we update the benchmark
patterns as additional information is published regarding the benchmark data.

For shorter tail lines, the primary assumption that changed during both 2009 as compared to 2008 and 2008 as
compared to 2007 was actual paid and reported loss emergence patterns were generally less severe than estimated
for each year due to lower frequency and severity of reported losses. As a result of this change, we recognized net
favorable prior year reserve development in both 2009 and 2008. We believe recognition of the reserve changes in
the period they were recorded was appropriate since a pattern of reported losses had not emerged and the loss years
were previously too immature to deviate from the expected loss ratio method in prior periods.

The selection of the expected loss ratios for the longer tail lines is our most significant assumption. Due to the
lengthy reporting pattern of longer tail lines, we supplement our own experience with industry benchmarks of
expected loss ratios and reporting patterns in addition to our own experience. For our longer tail lines, the primary
assumption that changed during both 2009 as compared to 2008 and 2008 as compared to 2007 was using the
Bornhuetter-Ferguson loss development method for certain casualty lines of business and loss years as discussed
above. This method calculated a lower projected loss ratio based on loss emergence patterns to date. As a result of
the change in the expected loss ratio, we recognized net favorable prior year reserve development in the current
year. We believe that recognition of the reserve changes in the period they were recorded was appropriate since a
pattern of reported losses had not emerged and the Joss years were previously too immature to deviate from the
expected loss ratio method in prior periods.

Our overall change in the loss reserve estimates related to prior years decreased as a percentage of total carried
reserves during 2009 and 2008. On an opening carried reserve base of $3,688.5 million, after reinsurance
recoverable, we had a net decrease of $248.0 million, or 6.7%, during 2009, and for 2008 we had a net decrease
of $280.1 million, or 8.7%, on an opening carried reserve base of $3,237.0 million, after reinsurance recoverables.
We believe that these changes are reasonable given the long-tail nature of our business.

There is potential for significant variation in the development of loss reserves, particularly for the casualty
lines of business due to their long tail nature and high attachment points. The maturing of our casualty insurance and
reinsurance loss reserves have caused us to reduce what we believe is a reasonably likely variance in the expected
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loss ratios for older loss years. As of December 31, 2009 and 2008, we believe reasonably likely variances in our
expected loss ratio in percentage points for our loss years are as follows:

As of December 31,

2009 2008
Loss Year
2002 L e 2.0% 4.0%
2003 L 4.0% 6.0%
2004 . 6.0% 8.0%
2005 L e e e 8.0% 10.0%
2000 . . e e e 10.0% 10.0%
2007 . 10.0% 10.0%
2008 . . 10.0% 10.0%
2000 . 10.0% —

The change in the reasonably likely variance for the 2002 through 2005 loss years in 2009 compared to 2008 is
due to giving greater weight to the Bornhuetter-Ferguson loss development method for additional lines of business
during 2009 and additional development of losses. The reasonably likely variance of our expected loss ratio for all
loss years for our casualty insurance and casualty reinsurance lines of business was eight percentage points as of
December 31, 2009 and 2008. If our final casualty insurance and reinsurance loss ratios vary by eight percentage
points from the expected loss ratios in aggregate, our required net reserves after reinsurance recoverable would
increase or decrease by approximately $566.3 million. Because we expect a small volume of large claims, it is more
difficult to estimate the ultimate loss ratios, so we believe the variance of our loss ratio selection could be relatively
wide. This would result in either an increase or decrease to income, before income taxes, and total sharcholders’
equity of approximately $566.3 million. As of December 31, 2009, this represented approximately 17.6% of total
shareholders’ equity. In terms of liquidity, our contractual obligations for reserves for losses and loss expenses
would also decrease or increase by approximately $566.3 million after reinsurance recoverable. If our obligations
were to increase by $566.3 million, we believe we currently have sufficient cash and investments to meet those
obligations. We believe showing the impact of an increase or decrease in the expected loss ratios is useful
information despite the fact that we have realized only net favorable prior year loss development each calendar year.
We continue to use industry benchmarks to supplement our expected loss ratios, and these industry benchmarks
have implicit in them both favorable and unfavorable loss development, which we incorporate into our selection of
the expected loss ratios.

The following tables provide our ranges of loss and loss expense reserve estimates by business segment as of
December 31, 2009:

Reserve for Losses and Loss Expenses
Gross of Reinsurance Recoverable(1)

Carried Low High
Reserves Estimate Estimate
($ in millions)
US.INSUrance . . ...t $1,253.7 $1,040.7 $1,426.9
International insurance . . .. ........ .. 2,356.4 1,790.8 2,672.3
ReInSurance . . .. ... o 1,151.7 811.7 1,370.7

Reserve for Losses and Loss Expenses
Net of Reinsurance Recoverable(2)

Carried Low High
Reserves Estimate Estimate
($ in millions)
US. InSUrance . .. .oove ittt $ 901.9 $ 7213 $1,016.3
International inSUrance . ... ........... ... 1,790.1 1,3534 2,054.4
Reinsurance . . .. ... 1,149.8 813.9 1,372.4



(1) For statistical reasons, it is not appropriate to add together the ranges of each business segment in an effort to
determine the low and high range around the consolidated loss reserves. On a gross basis, the consolidated low
estimate is $3,910.8 million and the consolidated high estimate is $5,202.3 million.

(2) For statistical reasons, it is not appropriate to add together the ranges of each business segment in an effort to
determine the low and high range around the consolidated loss reserves. On a net basis, the consolidated low
estimate is $3,116.2 million and the consolidated high estimate is $4,215.5 million.

Our range for each business segment was determined by utilizing multiple actuarial loss reserving methods
along with various assumptions of reporting patterns and expected loss ratios by loss year. The various outcomes of
these techniques were combined to determine a reasonable range of required loss and loss expense reserves. While
we believe our approach to determine the range of loss and loss expense is reasonable, there are no assurances that
actual loss experience will be with the ranges of loss and loss expense noted above.

Our selection of the actual carried reserves has typically been above the midpoint of the range. We believe that
we should be prudent in our reserving practices due to the lengthy reporting patterns and relatively large limits of net
liability for any one risk of our direct excess casualty business and of our casualty reinsurance business. Thus, due to
this uncertainty regarding estimates for reserve for losses and loss expenses, we have carried our consolidated
reserve for losses and loss expenses, net of reinsurance recoverable, above the midpoint of the low and high
estimates for the consolidated net losses and loss expenses. We believe that relying on the more prudent actuarial
indications is appropriate for these lines of business.

Ceded Reinsurance

We remain liable to the extent that our reinsurers do not meet their obligations under the reinsurance
agreements; therefore, we regularly evaluate the financial condition of our reinsurers and monitor concentration of
credit risk. No provision has been made for unrecoverable reinsurance as of December 31, 2009 and 2008 as we
believe that all reinsurance balances will be recovered.

For purposes of managing risk, we reinsure a portion of our exposures, paying reinsurers a part of premiums
received on policies we write. Total premiums ceded pursuant to reinsurance contracts entered into by our company
with a variety of reinsurers were $375.2 million, $338.4 million and $352.4 million for the years ended
December 31, 2009, 2008 and 2007, respectively. Certain reinsurance contracts provide us with protection related
to specified catastrophes insured by our U.S. insurance and international insurance segments. We also cede
premiums on both a proportional and excess-of-loss basis to limit total exposures in our U.S. insurance and
international insurance segments and to a lesser extent in our reinsurance segment. The following table illustrates
our gross premiums written and ceded for the years ended December 31, 2009, 2008 and 2007:

Gross Premiums Written and
Premiums Ceded
Year Ended December 31,

2009 2008 2007
($ in millions)
GLOSS + « v v v e e et e e e e e s $1,696.3 $1,445.6 $1,505.5
Ceded. . o oo e (375.2) (338.4) (352.4)
Nt o ot e e e e e $1,321.1  $1,107.2  $1,153.1
Ceded as percentage of gross ...t 22.1% 23.4% 23.4%
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The following table illustrates the effect of our reinsurance ceded strategies on our results of operations:

Year Ended December 31,
2009 2008 2007
($ in millions)

Premiums written ceded . . ...... ... .. ... 3752 3384 3524
Premiums earned ceded .. ...... ... ... ... ... . 381.2 347.0 3483
Losses and loss expenses ceded . ................... ... ......... 196.6 1764 189.8
Acquisition costs ceded . ... ... 79.6 70.8 66.4

We had net cash outflows relating to ceded reinsurance activities (premiums paid less losses recovered and net
ceding commissions received) of approximately $116 million, $58 million and $94 million for the year ended
December 31, 2009, 2008 and 2007, respectively. The net cash outflows in all years are reflective of fewer losses
that were recoverable under our reinsurance coverages.

The following is a summary of our ceded reinsurance program by line of business as of December 31, 2009:

* We have purchased quota share reinsurance almost from inception for our general property and energy lines
of business written by our U.S. insurance and international insurance segments. We have ceded from 35% to
55% (during 2009 and 2008 we ceded 40%) of up to $10 million of each applicable general property policy
limit. We also purchase reinsurance to provide protection for specified catastrophes insured by our
U.S. insurance and international insurance segments. The current treaty is an excess-of-loss reinsurance
treaty with four layers. The first layer has a limit of $45 million excess of $80 million, which is 45% placed
with reinsurers and the remainder is retained by us. The second layer has a limit of $50 million excess of
$125 million, which is 100% placed with reinsurers. The third layer has a limit of $75 million excess of
$175 million, which is 100% placed with reinsurers. The fourth layer has a limit of $75 million excess
$250 million and covers only earthquakes, which is 100% placed with reinsurers. We also purchased
property catastrophe reinsurance protection on our international general property business, which covers all
territories except the U.S. and Canada. The current treaty is an excess-of-loss reinsurance treaty with a limit
of $50 million excess of $50 million, which is 80% placed with reinsurers and the remainder is retained by
us. In addition, we purchased an excess-of-loss reinsurance treaty for our general property line of business
within our international insurance segment with a limit of $10 million excess of $10 million or €10 million
excess of €10 million. We have also purchased a limited amount of facultative reinsurance for general
property and energy policies.

* We have purchased variable quota share reinsurance for our general casualty business since December 2002.
During 2009, we increased the cession of policies with limits less than or equal to $25 million, €25 million or
£15 million to 36% (35% in 2008) for policies written by our Bermuda and European offices. Since 2002 for
policies with limits greater than $25 million but less than or equal to $50 million, €50 million or £30 million,
we ceded between 85% and 100% of up to $25 million of a variable quota share determined by the amount of
the policy limit in excess of $25 million divided by the policy limit. During 2009, the cession percentage was
100% (100% in 2008). For policies with limits greater than $350 million but less than or equal to $75 million,
€75 million or £45 million, we ceded 80% up to $25 million of a variable quota share determined by the
amount of the policy limit in excess of $50 miilion divided by the policy limit. For policies with limits less
than or equal to $25 million by our U.S. offices, our cession percentage was 28% in 2009 (40% in 2008).

* We have purchased quota share reinsurance protection for professional liability policies written by our
Bermuda, European and U.S. offices. During 2009, we ceded 30% (9% in 2008) of policies written by the
Bermuda office with limits up to $25 million and 27.5% of policies written by our European offices with
limits less than or equal to $25 million, €20 million or £15 million. For our U.S. offices in 2009, we ceded
7.5% (32.5% in 2008) with limits less than or equal to $25 million. In addition in 2009 for our U.S. offices,
we had an excess-of-loss reinsurance treaty that has one layer that is $3 million excess of $2 million, which is
20% placed with reinsurers, and another layer that is $20 million excess $5 million, which is 57% placed
with reinsurers.
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« We purchased variable quota share and excess-of-loss reinsurance protection for our healthcare line of
business written by our Bermuda and U.S. offices. In 2009, we ceded 40% (40% in 2008) of policies with
limits greater than $10 million up to $25 million written by our Bermuda office. For our U.S. offices in 2009,
we ceded 67% of $25 million policy limits in excess of $1.0 million. During 2008, we ceded 30% of policies
with limits of less than or equal to $15 million and 30% for policies with limits greater than $15 million up to
$25 million in certain limited cases.

The following table illustrates our reinsurance recoverable as of December 31, 2009 and 2008:

Reinsurance
Recoverable
as of December 31,

2009 2008
($ in millions)
Ceded CASE TESEIVES -« v v v e e et e e et e e e e et e e $266.5  $330.8
Ceded IBNR TESEIVES « .« v v v v v vttt ettt 653.5 557.5

Reinsurance reCoVerable . . . . .. $920.0 $888.3

We remain obligated for amounts ceded in the event our reinsurers do not meet their obligations. Accordingly,
we have evaluated the reinsurers that are providing reinsurance protection to us and will continue to monitor their
credit ratings and financial stability. We generally have the right to terminate our treaty reinsurance contracts at any
time, upon prior written notice to the reinsurer, under specified circumstances, including the assignment to the
reinsurer by A.M. Best of a financial strength rating of less than “A-.” Approximately 98% of ceded case reserves as
of December 31, 2009 were recoverable from reinsurers who had an A.M. Best rating of “A—"" or higher.

We determine what portion of the losses will be recoverable under our reinsurance policies by reference to the
terms of the reinsurance protection purchased. This determination is necessarily based on the underlying loss
estimates and, accordingly, is subject to the same uncertainties as the estimate of case reserves and IBNR reserves.

The following table shows our reinsurance recoverables by operating segment as of December 31, 2009 and
2008:
As of December 31,

2009 2008
($ in millions)
ULS. INSUTADICE « « v v v e e e e e e et e et e e e e e $351.8  $309.1
International INSULANCE . . . . o ot et et et a e e e e e iia e 566.3 576.0
REIMSUTANCE « + v v v v e oo e e e e e et e e et e e e 19 32
Total reinsurance recoverable ... ... .. ... $920.0  $888.3

Historically, our reinsurance recoverables related primarily to our property lines of business, which being short
tail in nature, are not subject to the same variations as our casualty lines of business. However, during 2009 and 2008
we have increased the amount of reinsurance we utilize for our casualty lines of business in the U.S. insurance and
international insurance segments; and as such, the reinsurance recoverables from our casualty lines of business have
increased over the past several years. As the reinsurance recoverables are subject to the same uncertainties as the
estimate of case reserves and IBNR reserves, if our final casualty insurance ceded loss ratios vary by eight
percentage points from the expected loss ratios in aggregate, our required reinsurance recoverable would increase or
decrease by approximately $98.9 million. This would result in either an increase or decrease to income before
income taxes and shareholders’ equity of approximately $98.9 million. As of December 31, 2009, this amount
represented approximately 3.1% of total shareholders’ equity.

Premiums and Acquisition Costs

Premiums are recognized as written on the inception date of a policy. For certain types of business written by
us, notably reinsurance, premium income may not be known at the contract inception date. In the case of quota share
reinsurance assumed by us, the underwriter makes an estimate of premium income at inception as the premium
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income is typically derived as a percentage of the underlying policies written by the cedents. The underwriter’s
estimate is based on statistical data provided by reinsureds and the underwriter’s judgment and experience. Such
estimations are refined over the reporting period of each treaty as actual written premium information is reported by
ceding companies and intermediaries. Management reviews estimated premiums at least quarterly and any
adjustments are recorded in the period in which they become known. As of December 31, 2009, our changes
in premium estimates have been adjustments ranging from approximately negative 2% for the 2007 treaty year, to
approximately positive 22% for the 2005 treaty year. Applying this range to our 2009 quota share reinsurance
treaties, our gross premiums written in the reinsurance segment could decrease by approximately $4.0 million or
increase by approximately $43.6 million over the next three years. Given the recent trend of downward adjustments
on premium estimates, we believe a reasonably likely change in our premium estimate would be the midpoint of the
negative 2% and 22%, or 10%, for a change of $19.8 million. There would also be a related increase in loss and loss
expenses and acquisition costs due to the increase in gross premiums written. It is reasonably likely as our historical
experience develops that we may have fewer or smaller adjustments to our estimated premiums, and therefore could
have changes in premium estimates lower than the range historically experienced. Total premiums estimated on
quota share reinsurance contracts for the years ended December 31, 2009, 2008 and 2007 represented approx-
imately 12%, 13% and 16%, respectively, of total gross premiums written.

Other insurance and reinsurance policies can require that the premium be adjusted at the expiry of a policy to
reflect the risk assumed by us. Premiums resulting from such adjustments are estimated and accrued based on
available information.

Fair Value of Financial Instruments

In accordance with U.S. GAAP, we are required to recognize certain assets at their fair value in our
consolidated balance sheets. This includes our fixed maturity investments, hedge funds and other invested assets.
Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. There is a three-level valuation hierarchy for
disclosure of fair value measurements. The valuation hierarchy is based upon whether the inputs to the valuation of
an asset or liability are observable or unobservable in the market at the measurement date, with quoted market prices
being the highest level (Level 1) and unobservable inputs being the lowest level (Level 3). A fair value measurement
will fall within the level of the hierarchy based on the input that is significant to determining such measurement. The
three levels are defined as follows:

* Level 1: Observable inputs to the valuation methodology that are quoted prices (unadjusted) for identical
assets or liabilities in active markets.

* Level 2: Observable inputs to the valuation methodology other than quoted market prices (unadjusted) for
identical assets or liabilities in active markets. Level 2 inputs include quoted prices for similar assets and
liabilities in active markets, quoted prices for identical assets in markets that are not active and inputs other
than quoted prices that are observable for the asset or liability, either directly or indirectly, for substantially
the full term of the asset or liability.

* Level 3: Inputs to the valuation methodology that are unobservable for the asset or liability.

At each measurement date, we estimate the fair value of the financial instruments using various valuation
techniques. We utilize, to the extent available, quoted market prices in active markets or observable market inputs in
estimating the fair value of our financial instruments. When quoted market prices or observable market inputs are
not available, we utilize valuation techniques that rely on unobservable inputs to estimate the fair value of financial
instruments. The following describes the valuation techniques we used to determine the fair value of financial
instruments held as of December 31, 2009 and what level within the FAS 157 fair value hierarchy the valuation
technique resides.

U.S. government and U.S. government agencies: Comprised primarily of bonds issued by the U.S. Treasury,
the Federal Home Loan Bank, the Federal Home Loan Mortgage Corporation and the Federal National Mortgage
Association. The fair values of U.S. government securities are based on quoted market prices in active markets, and
are included in the Level 1 fair value hierarchy. We believe the market for U.S. Treasury securities is an actively
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traded market given the high level of daily trading volume. The fair values of U.S. government agency securities are
priced using the spread above the risk-free yield curve. As the yields for the risk-free yield curve and the spreads for
these securities are observable market inputs, the fair values of U.S. government agency securities are included in
the Level 2 fair value hierarchy.

Non-U.S. government and government agencies: Comprised of fixed income obligations of non-U.S.
governmental entities. The fair values of these securities are based on prices obtained from international indices and
are included in the Level 2 fair value hierarchy.

States, municipalities and political subdivisions: Comprised of fixed income obligations of U.S. domiciled
state and municipality entities. The fair values of these securities are based on prices obtained from the new issue
market, and are included in the Level 2 fair value hierarchy.

Corporate debt: Comprised of bonds issued by corporations that are diversified across a wide range of
issuers and industries. The fair values of corporate bonds that are short-term are priced using the spread above the
London Interbank Offering Rate yield curve, and the fair value of corporate bonds that are long-term are priced
using the spread above the risk-free yield curve. The spreads are sourced from broker-dealers, trade prices and the
new issue market. As the significant inputs used to price corporate bonds are observable market inputs, the fair
values of corporate bonds are included in the Level 2 fair value hierarchy.

Mortgage-backed: Principally comprised of AAA- rated pools of residential and commercial mortgages
originated by both agency (such as the Federal National Mortgage Association) and non-agency originators. The
fair values of mortgage-backed securities originated by U.S. government agencies and non-U.S. government
agencies are based on a pricing model that incorporates prepayment speeds and spreads to determine the appropriate
average life of mortgage-backed securities. The spreads are sourced from broker-dealers, trade prices and the new
issue market. As the significant inputs used to price the mortgage-backed securities are observable market inputs,
the fair values of these securities are included in the Level 2 fair value hierarchy, unless the significant inputs used to
price the mortgage-backed securities are broker-dealer quotes and we are not able to determine if those quotes are
based on observable market inputs, in which case the fair value is included in the Level 3 fair value hierarchy.

Asset-backed: Principally comprised of AAA- rated bonds backed by pools of automobile loan receivables,
home equity loans, credit card receivables and collateralized loan obligations originated by a variety of financial
institutions. The fair values of asset-backed securities are priced using prepayment speed and spread inputs that are
sourced from the new issue market. As the significant inputs used to price the asset-backed securities are observable
market inputs, the fair values of these securities are included in the Level 2 fair value hierarchy, unless the
significant inputs used to price the asset-backed securities are broker-dealer quotes and we are not able to determine
if those quotes are based on observable market inputs, in which case the fair value is included in the Level 3 fair
value hierarchy.

Hedge funds: Comprised of hedge funds invested in a range of diversified strategies. In accordance with
U.S. GAAP, the fair values of the hedge funds are based on the net asset value of the funds as reported by the fund
manager, and as such, the fair values of the hedge funds are included in the Level 3 fair value hierarchy.
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The following table shows the pricing sources of our fixed maturity investments held as of December 31, 2009:

Fair Value of Percentage of
Fixed Maturity Total Fixed Fair Value
Investments as of Maturity Hierarchy
December 31, 2009 Investments Level

($ in millions)

Pricing Sources

Barclayindices. . .......... ... . o oo oL $4,282.9 61.4% 1 and 2
Interactive Data Pricing. . . ........... ... .. ..... 1,243.0 17.8 2
Reuters pricing service .. .......... ... ... .. 447.0 6.4 2
Broker-dealer quotes. .. .......... ... ... L. 358.8 5.1 3
Merrill Lynchindices .. ......... .. ... .. ..... 168.5 2.4 2
Standard & Poor’s Securities Evaluation . .......... 107.1 1.6 2
International indices . .............. ... ........ 100.2 1.5 2
Other SOUICES . . v oo v e e et e e e e e e e e 263.9 38 2
$6,971.4 100.0%

Barclay indices: We use Barclay indices (formerly Lehman Brothers indices) to price our U.S. government,
U.S. government agencies, corporate debt, agency and non-agency mortgage-backed and asset-backed securities.
There are several observable inputs that the Barclay indices use in determining its prices which include among
others, treasury yields, new issuance and secondary trades, information provided by broker-dealers, security cash
flows and structures, sector and issuer level spreads, credit rating, underlying collateral and prepayment speeds. For
U.S. government securities, traders that act as market makers are the primary source of pricing; as such, for
U.S. government securities we believe the Barclay indices reflect quoted prices (unadjusted) for identical securities
in active markets.

Interactive Data Pricing: We use Interactive Data Pricing to price our U.S. government agencies, munic-
ipalities, non-agency mortgage-backed and asset-backed securities. There are several observable inputs that
Interactive Data Pricing uses in determining its prices which include among others, benchmark yields, reported
trades and issuer spreads.

Reuters pricing service: We use the Reuters pricing service to price our U.S. government agencies, corporate
debt, agency and non-agency mortgage-backed and asset-backed securities. There are several observable inputs that
the Reuters pricing service uses in determining its prices which include among others, option-adjusted spreads,
treasury yields, new issuance and secondary trades, sector and issuer level spreads, underlying collateral and
prepayment speeds.

Broker-dealer quotes: We also utilize broker-dealers to price our agency and non-agency mortgage-backed
and asset-backed securities. The pricing sources include JP Morgan Securities Inc., Bank of America Securities
LLC, Deutsche Bank Securities Inc. and other broker-dealers. When broker-dealer quotes are utilized it is primarily
due to the fact that the particular broker-dealer was involved in the initial pricing of the security.

Merrill Lynch Index: We use the Merrill Lynch indices to price our non-U.S. government and government
agencies securities, corporate debt, municipalities and asset-backed securities. There are several observable inputs
that the Merrill Lynch indices use in determining its prices, which include reported trades and other sources.

Standard & Poor’s Securities Evaiuation: We use Standard & Poor’s to price our U.S. government
agencies, corporate debt, municipalities, mortgage-backed and asset-backed securities. There are several observ-
able inputs that Standard & Poor’s uses in determining its prices which include among others, benchmark yields,
reported trades and issuer spreads.

International indices: We use international indices, which include the FTSE, Deutche Teleborse and the
Scotia Index, to price our non-U.S. government and government agencies securities. The observable inputs used by
international indices to determine its prices are based on new issuance and secondary trades and information
provided by broker-dealers.
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Other sources: We utilize other indices and pricing services to price various securities. These sources use
observable inputs consistent with indices and pricing services discussed above.

We utilize independent pricing sources to obtain market quotations for securities that have quoted prices in
active markets. In general, the independent pricing sources use observable market inputs, including, but not limited
to, investment yields, credit risks and spreads, benchmarking of like securities, non-binding broker-dealer quotes,
reported trades and sector groupings to determine the fair value. For a majority of the portfolio, we obtained two or
more prices per security as of December 31, 2009. When multiple prices are obtained, a price source hierarchy is
utilized to determine which price source is the best estimate of the fair value of the security. The price source
hierarchy emphasizes more weighting to significant observable inputs such as index pricing and less weighting
towards non-binding broker quotes. In addition, to validate all prices obtained from these pricing sources including
non-binding broker quotes, we also obtain prices from our investment portfolio managers and other sources (e.g.
another pricing vendor), and compare the prices obtained from the independent pricing sources to those obtained
from our investment portfolio managers and other sources. We investigate any material differences between the
multiple sources and determine which price best reflects the fair value of the individual security. There were no
material differences between the prices from the independent pricing sources and the prices obtained from our
investment portfolio managers and other sources as of December 31, 2009.

There have been no material changes to any of our valuation techniques from those used as of December 31,
2008. Based on all reasonably available information received, we believe the prices that were obtained from inactive
markets were orderly transactions and therefore, reflected the current price a market participant would pay for the
asset. Since fair valuing a financial instrument is an estimate of what a willing buyer would pay for our asset if we
sold it, we will not know the ultimate value of our financial instruments until they are sold. We believe the valuation
techniques utilized provide us with the best estimate of the price that would be received to sell our assets in an
orderly transaction between participants at the measurement date.

Other-Than-Temporary Impairment of Investments

Effective April 1, 2009, we are required to recognize OTTI in the income statement if we intend to sell the debt
security or if it is more likely than not we will be required to sell a debt security before the recovery of its amortized
cost basis. In addition, we are required to recognize OTTL if the present value of the expected cash flows of a debt
security is less than the amortized cost basis of the debt security (“credit loss™).

For our debt securities that are within the scope of the new guidance we have applied the following policy to
determine if OTTI exists at each reporting period:

« QOur debt securities are managed by external investment portfolio managers. We require them to provide us
with a list of debt securities they intend to sell at the end of the reporting period. Any impairments in these
securities are recognized as OTTI, as the difference between the amortized cost and fair value and is
recognized in the income statement.

« Ateach reporting period we determine if it is more likely than not we will be required to sell a debt security
before the recovery of its amortized cost basis. We analyze our current and future contractual and non-
contractual obligations and our expectation of future cash flows to determine if we will need to sell debt
securities to fund our obligations. We consider factors such as trends in underwriting profitability, cash flows
from operations, return on our invested assets, property catastrophe losses, timing of payments and other
specific contractual obligations that are coming due.

« For debt securities that are in an unrealized loss position that we do not intend to sell, we assess whether a
credit loss exists. The amount of the credit loss is recognized in the income statement. The assessment
involves consideration of several factors including: (i) the significance of the decline in value and the
resulting unrealized loss position, (ii) the time period for which there has been a significant decline in value
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and (iii) an analysis of the issuer of the investment, including its liquidity, business prospects and overall
financial position. We also look to additional factors depending on the type of security identified below:

 Corporate bonds: The credit rating of the issuer as well as information from our investment portfolio
managers and rating agencies. Based on all reasonably available information, we determine if a credit loss
exists.

» Mortgage-backed and asset-backed securities: We utilize an independent third party service to
identify mortgage-backed or asset-backed securities where possible principal and/or interest will not
be paid. The independent third party service provides cash flow projections using default rate, delin-
quency rate and prepayment assumptions under different scenarios. We review the information received
from the independent third party and we determine the present value of future cash flows.

For the mortgage-backed securities for which OTTI was recognized through earnings for the year ended
December 31, 2009, the significant inputs utilized to determine a credit loss were the estimated frequency and
severity of losses of the underlying mortgages that comprise the mortgage-backed securities. The frequency of
losses was measured as the credit default rate, which includes such factors as loan-to-value ratios and credit scores
of borrowers. The severity of losses includes such factors as trends in overall housing prices and house prices that
are obtained at foreclosure. The frequency and severity inputs were used in projecting the future cash flows of the
mortgage-backed securities. The following table shows the range of the credit default rates and severity rates for the
mortgage-backed securities for which OTTI was recognized through earnings as well as the weighted average rates.

Significant Input Range of Inputs Weighted Average of Input
Credit defaultrate ......... ... ... ... ... 0.6% — 11.0% 6.1%
Severity rate. . .. ...ttt 30.1% — 100.0% 37.2%

Prior to April 1, 2009, we reviewed the carrying value of our investments to determine if a decline in value was
considered to be other than temporary. This review involved consideration of several factors including: (i) the
significance of the decline in value and the resulting unrealized loss position; (ii) the time period for which there has
been a significant decline in value; (iii) an analysis of the issuer of the investment, including its liquidity, business
prospects and overall financial position; and (iv) our intent and ability to hold the investment for a sufficient period
of time for the value to recover. For certain investments, our investment portfolio managers had the discretion to sell
those investments at any time. As such, we recognized OTTI for those securities in an unrealized loss position each
quarter as we could not assert that we had the intent to hold those investments until anticipated recovery. The
identification of potentially impaired investments involves significant management judgment that included the
determination of their fair value and the assessment of whether any decline in value was other than temporary. If the
decline in value was determined to be other than temporary, then we recorded a realized loss in the statements of
operations and comprehensive income in the period that it was determined, and the cost basis of that investment was
reduced.

Based on our review of the debt securities, for the year ended December 31, 2009 we recognized a total of
$68.2 million in OTTI, of which $18.6 million was recognized in accumulated other comprehensive income in the
consolidated balance sheets and $49.6 million was recognized in the income statement. Of the $49.6 million of
OTTI recognized in the income statement, $7.7 million was due to credit related losses where the anticipated
discounted cash flows of various debt securities were lower than the amortized cost, and $41.9 million in the first
quarter of 2009 related to net impairment charges for those securities in an unrealized loss position where our
investment managers had the discretion to sell. The $7.7 million of credit related OTTI recognized consisted of
$6.0 million related to mortgage-backed securities and $1.7 million related to a corporate bond. We did not have
securities with an unrealized loss as of December 31, 2009 that we intended to sell or that we were required to sell.

For the three months ended March 31, 2009, 82 securities were considered to be other-than-temporarily
impaired. Consequently, the Company recorded OTTI of $41.9 million within “net impairment charges recognized
in earnings” on the income statement for the three months ended March 31, 2009. OTTI was recognized for those
securities in an unrealized loss position that our investment advisers had the discretion to sell as well as certain debt
securities with unrealized losses that we planned to sell subsequent to the reporting period.
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For the year ended December 31, 2008, 483 securities were considered to be other-than-temporarily impaired.
Consequently, we recorded OTTI of $212.9 million within “net impairment charges recognized in earnings” on the
income statement for the year ended December 31, 2008. OTTI was recognized for those securities in an unrealized
loss position that our investment advisers had the discretion to sell.

Goodwill and Other Intangible Asset Impairment Valuation

We classify intangible assets into three categories: (1) intangible assets with finite lives subject to amortization
(2) intangible assets with indefinite lives not subject to amortization and (3) goodwill. Intangible assets, other than
goodwill, consist of renewal rights, internally generated software, non-compete covenants and insurance licenses
held by subsidiaries domiciled in the United States. The following is a summary of our goodwill and other
intangible assets as of December 31, 2009 and 2008:

Estimated
Year Finite or UISTEJf Carrying Value Carrying Value
Source of goodwill or intangible asset Acquired  Indefinite Life December 31,2009  December 31, 2008
(in millions)

Insurance licenses(1) . .......... 2002 Indefinite N/A $ 39 $ 39
Insurance licenses(2) ........... 2008 Indefinite N/A 12.0 12.0
Goodwill(2). ... ..... ..ot 2008 Indefinite N/A 3.9 3.9
Trademark/Tradename(3) ........ 2008 Finite 15 years — 73
Distribution Network(3) ......... 2008 Finite 15 years 35.0 37.6
Internally developed computer

software(3) ................ 2008 Finite 3 years 1.0 1.5
Insurance licenses(3) ........... 2008 Indefinite N/A 8.0 8.0
Covenants not-to-compete(3). . . . . . 2008 Finite 2 years / 1 year 0.4 1.1
Goodwill(3). . ... ..o 2008 Indefinite N/A 264.5 264.6
Total goodwill and other intangible

ASSELS . v vt $328.7 $339.9

(1) Related to the acquisition of Allied World National Assurance Company and Allied World Assurance Company
(U.S.) Inc.

(2) Related to the acquisition of Finial Insurance Company

(3) Related to the acquisition of Darwin

For intangible assets with finite lives, the value is amortized over their useful lives. We also test intangible
assets with finite lives for impairment if conditions exist that indicate the carrying value may not be recoverable.
Such factors include, but are not limited to:

* A significant decrease in the market price of the intangible asset;

* A significant adverse change in the extent or manner in which the intangible asset is being used or in its
physical condition;

* A significant adverse change in legal factors or in the business climate that could affect the value of the
intangible asset, including an adverse action or assessment by a regulator;

 An accumulation of costs significantly in excess of the amount originally expected for the acquisition or
construction of the intangible asset;

* A current-period operating or cash flow loss combined with a history of operating or cash flow losses or a
projection or forecast that demonstrates continuing losses associated with the use of the intangible asset; and

« A current expectation that, more likely than not, the intangible asset will be sold or otherwise disposed of
significantly before the end of its previously estimated useful life.
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As a result of our evaluation, we determined that an impairment should be recognized for the trademark
intangible asset acquired as part of our acquisition of Darwin in October 2008. At the end of 2009, we made a
strategic decision to market all products, with few limited exceptions, under the Allied World brand instead of under
the Darwin brand. We believe that Darwin related business will benefit from greater access to markets under the
Allied World brand, which is a more internationally recognized brand. This resulted in a significant change in the
extent and manner in which we were utilizing the trademark. As such, an impairment charge of $6.9 million was
incurred to write off the unamortized balance of the Darwin trademark. No additional impairment was incurred as
we will continue to utilize and benefit from the use of the existing renewal rights, covenants-not-to-compete and
internally developed software.

For indefinite lived intangible assets we do not amortize the intangible asset but test these intangible assets for
impairment by comparing the fair value of the assets to their carrying values on an annual basis or more frequently if
circumstances warrant. The factors we consider to determine if an impairment exists are similar to factors noted
above. As a result of our evaluation, we determined that there was no impairment to the carrying value of our
indefinite lived intangible assets.

Goodwill represents the excess of the cost of acquisitions over the fair value of net assets acquired and is not
amortized. Goodwill is assigned at acquisition to the applicable reporting unit(s) based on the expected benefit to be
received by the reporting unit(s) from the business combination. We determine the expected benefit based on
several factors including the purpose of the business combination, the strategy of the company subsequent to the
business combination and structure of the acquired company subsequent to the business combination. A reporting
unit is a component of our business that has discrete financial information which is reviewed by management. In
determining the reporting unit, we analyze the inputs, processes, outputs and overall operating performance of the
reporting unit. We have determined that for purposes of the acquisition of Darwin that Darwin is the reporting unit
that is expected to receive the benefit of the business combination and as such the goodwill has been allocated to this
reporting unit.

For goodwill, we perform a two-step impairment test on an annual basis or more frequently if circumstances
warrant. The first step is to compare the fair value of the reporting unit with its carrying value, including goodwill. If
the carrying amount of the reporting unit exceeds its fair value then the second step of the goodwill impairment test
is performed. In determining the fair value of the reporting units discounted cash flow models and market multiple
models are utilized. The discounted cash flow models apply a discount to projected cash flows including a terminal
value calculation. The market multiple models apply earnings and book value multiples of similar publicly-traded
companies to the reporting unit’s projected earnings or book value. We select the weighting of the models utilized to
determine the fair value of the reporting units based on judgment, considering such factors as the reliability of the
cash flow projections and the entities included in the market multiples.

The second step of the goodwill impairment test compares the implied fair value of the reporting unit’s
goodwill with the carrying amount of that goodwill in order to determine the amount of impairment to be
recognized. The implied fair value of goodwill is determined by deducting the fair value of a reporting unit’s
identifiable assets and liabilities from the fair value of the reporting unit as a whole. The excess of the carrying value
of goodwill above the implied goodwill, if any, would be recognized as an impairment charge in “amortization and
impairment of intangible assets” in the consolidated income statements.

During 2009, we performed the first step of the goodwill impairment testing on the goodwill acquired from the
Darwin acquisition. As part of our goodwill testing we performed four separate calculations to determine the fair
value of the reporting unit to which the goodwill has been allocated. Two of the calculations are based on market
multiples of book value and diluted earnings per share, respectively, and are considered our market multiple models.
The other two calculations are the statutory dividend model, and the actuarial model and are considered our
discounted cash flow models. Under the statutory dividend model, we estimate the cash flows that can be used to
pay a dividend under regulatory constraints as well as other operating constraints. The actuarial model calculates the
economic value of Darwin by projecting the future profits of Darwin that are embedded in the loss reserves,
unearned premiums, new and renewal business less the cost of capital. To determine an overall point estimate of the
fair value of the Darwin reporting unit we took a weighted average of the four calculations. We calculated the
weighted average point estimate by taking 25% of the average median fair values calculated using the market
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multiple models and 75% of the average of the two discounted cash flow models. We gave greater weight to the
discounted cash flow models because they are more faithfully representative of the future value of the Darwin
reporting unit.

For the market multiple models we used a composite of several companies similar in size and scope of Darwin
and obtained the most current financial information of those companies to determine the median book value
multiple and median diluted earnings per share multiple. We applied a control premium of 30% to the calculated
market multiple values to determine the fair value of the Darwin reporting unit. A control premium represents the
benefits the acquirer expects to receive for controlling the entire operations of the target. The control premium of
30% is based on empirical evidence of the premium paid (as a percentage) for insurance companies in excess of an
acquiree’s trading price five days after the acquisition for the most recent five years.

For the discounted cash flow models we used internal budget and actuarial data projections and discounted
those cash flow values at our cost of equity. We calculated our cost of equity to be 11.4% at the time we performed
the goodwill impairment testing.

Based on our analysis, the point estimate value of the Darwin reporting unit was in excess of its carrying value
by approximately 6%. As a result, we concluded there was no implied goodwill impairment, and therefore, no
additional goodwill impairment testing was required.
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Results of Operations

The following table sets forth our selected consolidated statement of operations data for each of the periods
indicated.

Year Ended December 31,

2009 2008 2007
] ($ in millions)
Gross premiums WIten . . . ... e e e e e $1,696.3 $1,445.6 $1,505.5
Net premiums WEtten . . . ..ot e e e e e e $1,321.1  $1,107.2  $1,153.1
Net premiums earned . . ... 1,316.9 1,117.0 1,159.9
Net investment income .. ............ ... ... ... ......... 300.7 308.8 297.9
Net realized investment gains (losses) . .................... 126.4 (60.0) 37.0
Net impairment charges recognized in earnings . ............. (49.6) (212.9) (44.6)
Other inCOME . . .. oottt e e e 1.5 0.7 —
$1,695.9 $1,153.6  $1,450.2
Net losses and 10ss €Xpenses . . ... ..ot .. 604.1 641.1 682.3
Acquisition COStS ... ...ttt 148.9 112.6 119.0
General and administrative expenses . . .................... 248.6 185.9 141.6
Amortization and impairment of intangible assets ............ 11.1 0.7 —
Interest eXpense . ... .........itiii 39.0 38.7 37.8
Foreign exchange loss (gain). ... ........................ 0.7 (1.4) (0.8)
$1,0524 $ 9776 $ 9799
Income before income taxes ............................ $ 6435 $ 176.0 $ 4703
Income tax expense (benefit)............................ 36.6 (7.6) 1.1
Netinecome. . . ..ot $ 6069 $ 1836 $ 469.2
Ratios
Loss and loss expense ratio . . .. ................. ..., 45.9% 57.4% 58.8%
Acquisition cost ratio . .. ....... .. ... 11.3% 10.1% 10.3%
General and administrative expense ratio . . .. ............... 18.9% 16.6% 12.2%
Expenseratio .......... ... . ... .. ... ... .. 30.2% 26.7% 22.5%
Combined ratio. . . ... 76.1% 84.1% 81.3%

Comparison of Years Ended December 31, 2009 and 2008

Premiums

Gross premiums written increased by $250.7 million, or 17.3%, for the year ended December 31, 2009
compared to the year ended December 31, 2008. The overall increase in gross premiums written was primarily the
result of the following:

* Gross premiums written in our U.S. insurance segment increased by $354.8 million, or 110.9%. The increase
in gross premiums written was primarily due to the inclusion of gross premiums written of approximately
$340 million from Darwin for the year ended December 31, 2009 compared to $68.9 million of gross
premiums written by Darwin for the period from October 20, 2008, the date of acquisition, to December 31,
2008 and higher gross premiums written by our other U.S. offices where attractive underwriting oppor-
tunities were present. Gross premiums written by our U.S. offices, excluding Darwin, increased approx-
imately $84 million, or 33%, due to increased new business driven by our expansion in the United States,

78



with new offices in Atlanta, Dallas, Los Angeles and Costa Mesa, and significant additional underwriting
staff and new products for our U.S. business as of December 31, 2009 compared to December 31, 2008.

¢+ Gross premiums written in our international insurance segment decreased by $139.6 million, or 20.1%, due
to the continued trend of the non-renewal of business that did not meet our underwriting requirements (which
included inadequate pricing and/or policy terms and conditions) and increased competition. This was most
noticeable in our general property and energy lines of business where gross premiums written decreased by
$55.9 million and $37.6 million, respectively, during the year ended December 31, 2009 compared to the
year ended December 31, 2008. Also causing lower gross premiums written was a reduction of $27.1 million
in professional liability business related to the financial services industry where rates were not sufficient for
the risks given the recent market turmoil within that industry.

¢ Gross premiums written in our reinsurance segment increased by $35.5 million, or 8.3%. The increase in
gross premiums written was primarily due to new business written and lower net downward adjustments on
estimated premiums partially offset by non-renewal of business that did not meet our underwriting
requirements (which included inadequate pricing and/or policy terms and conditions) and increased
competition. Adjustments on estimated premiums were higher by $13.6 million during the year ended
December 31, 2009 compared to the year ended December 31, 2008. We recognized net downward
adjustments of $5.9 million during the year ended December 31, 2009 compared to net downward
adjustments of $19.5 million during the year ended December 31, 2008.

The table below illustrates our gross premiums written by geographic location for the years ended Decem-
ber 31, 2009 and 2008.

Year Ended

December 31, Dollar Percentage

2009 2008 Change Change

($ in millions)

United StAtES ... oo et e e $ 9299 $ 4277 $5022 117.4%

Bermuda............. .. ... ... i 574.4 793.7 (219.3) (27.6)

Europe . ... ... 186.5 224.2 (37.7) (16.8)

Hong Kong..... ... 5.5 — 5.5 n/a*

$1,696.3 $1,445.6 $ 250.7 17.3%

* n/a: not applicable

Net premiums written increased by $213.9 million, or 19.3%, for the year ended December 31, 2009 compared
to the year ended December 31, 2008. The increase in net premiums written was in-line with the increase in gross
premiums written and was primarily driven by the inclusion of Darwin for the year ended December 31, 2009. The
increase in net premiums written from the acquisition of Darwin also included a $3.0 million decrease in premiums
ceded for variable-rated reinsurance contracts that have swing-rated provisions compared to $5.2 million during the
year ended December 31, 2008. The difference between gross and net premiums written is the cost to us of
purchasing reinsurance coverage, including the cost of property catastrophe reinsurance coverage. We ceded 22.1%
of gross premiums written for the year ended December 31, 2009 compared to 23.4% for the same period in 2008.
The decrease in the ceded premium percentage was primarily due to Jower reinsurance cession percentages on our
general casualty, professional liability and program lines of business in our U.S. insurance segment as well as lower
premiums ceded related to our property catastrophe reinsurance protection of $4.2 million.

Net premiums earned increased by $199.9 million, or 17.9%, for the year ended December 31, 2009 compared
to the year ended December 31, 2008 primarily due to the inclusion of earned premium from Darwin for the year
ended December 31, 2009, adjusted for the decrease in premiums ceded for variable-rated reinsurance contracts of
Darwin that have swing-rated provisions, which had been fully earned.
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We evaluate our business by segment, distinguishing between U.S. insurance, international insurance and
reinsurance. The following chart illustrates the mix of our business on both a gross premiums written and net
premiums earned basis.

Gross Premiums Net Premiums
Written Earned
Year Ended December 31,

2009 2008 2009 2008

U.S. I0SUTANCE &« & v v e e e e e e e e e e e e e et e e e e e 308% 222% 34.0% 16.1%
International INSULANCE . . . . o vttt e e e e 328% 48.1% 31.4% 42.3%
REINSUTANCE . . o o ot ot et et e e et et e e et 274% 297% 34.6% 41.6%
TOtal . ot e 100.0% 100.0% 100.0% 100.0%

Net Investment Income

Net investment income decreased by $8.1 million, or 2.6%, for the year ended December 31, 2009 compared to
the year ended December 31, 2008. The decrease was primarily the result of the timing of a dividend from our global
high-yield bond fund, lower yields on our fixed maturity securities and lower accretion of book value to par value
for our fixed maturity investments. As a result of new OTTI guidance issued by the FASB in April 2009, we
increased the book value of our fixed maturity investments for any non-credit OTTI previously recognized, which
resulted in higher book values and lower future accretions. Please see Note 2(d) of the notes to the consolidated
financial statements regarding the change in OTTI policy. The annualized period book yield of the investment
portfolio for the year ended December 31, 2009 and 2008 was 4.2% and 4.7%, respectively. The decrease in book
yield was primarily caused by the lower accretion explained above, higher investment management expenses and
lower yields on our cash and cash equivalent balances as well as a higher allocation to low yield hedge fund assets.
Investment management expenses of $9.0 million and $6.7 million were incurred during the years ended
December 31, 2009 and 2008, respectively. The increase in investment management expenses was due to an
increase in the size of our investment portfolio, the addition of our chief investment officer and the addition of two
investment managers earlier in 2009.

As of December 31, 2009, approximately 97.6% of our fixed income investments consisted of investment
grade securities. The average credit rating of our fixed income portfolio was AA as rated by Standard & Poor’s and
Aa2 as rated by Moody’s, with an average duration of approximately 3.0 years as of December 31, 2009. The
average duration of the investment portfolio was 3.3 years as of December 31, 2008.

Realized Investment Gains/Losses and Net Impairment Charges Recognized in Earnings

During the year ended December 31, 2009, we recognized $126.4 million in net realized investment gains
compared to net realized investment losses of $60.0 million during the year ended December 31, 2008. During the
year ended December 31, 2009, we recognized $49.6 million in net impairment charges recognized in earnings
compared to $212.9 million during the year ended December 31, 2008. Net realized investment gains of
$126.4 million for the year ended December 31, 2009 were comprised of the following:

* Net realized investment gains of $31.9 million primarily related to the mark-to-market adjustments for our
hedge fund investments and debt securities that are carried at fair value. We elected the fair value option
under U.S. GAAP for certain debt securities that were newly acquired during the period. As aresult, changes
in fair value for these debt securities are recognized in the income statement. We expect to continue to elect
the fair value option for certain newly acquired securities. Also during the year ended December 31, 2009,
we held several to-be-announced mortgage-backed securities (“TBA MBS”) that we account for as
derivatives under U.S. GAAP, and as such any change in fair value of TBA MBS is recognized in the
income statement. For further details on the TBA MBS, please refer to Note 5 in the notes to the consolidated
financial statements.
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Mark-to-Market
Adjustments
For the Year Ended
December 31, 2009

($ in millions)

Hedge funds and equity SECUTIHES . . ... oot ittt $19.3
Debt securities accounted for as trading securities ... ............. ... ... 12.4
Debt securities accounted for as derivatives . . ....... .. 0.2
Total. . oo e $31.9

* Net realized investment gains of $94.5 million from the sale of securities, primarily due to the sale of fixed
maturity bonds partially offset by a realized loss of $21.9 million due to the sale of our global high-yield
bond fund.

During the year ended December 31, 2009, we had $49.6 million of net impairment charges recognized in
earnings, $7.7 million was due to credit related losses where the anticipated discounted cash flows of various debt
securities were lower than the amortized cost, and $41.9 million was due to net impairment charges for those
securities in an unrealized loss position where our investment managers had the discretion to sell.

Net realized investment losses of $60.0 million for the year ended December 31, 2008 were comprised of the
following:

« Net realized investment losses of $77.7 million related to the mark-to-market of our hedge fund investments
and equity securities.

o Net realized investment gains of $17.7 million from the sale of securities, including $12.4 million of net
realized gains from our investment in the Goldman Sachs Multi-Strategy VI, Ltd fund (the “Portfolio VI
Fund”) and AIG Select Hedge Ltd. fund (the “AIG Select Fund”). These investment gains also included
realized losses from the sale of our investments in Lehman Brothers Holdings Ltd bonds of $45.0 million,
Morgan Stanley bonds of $15.0 million and Washington Mutual, Inc. bonds of $1.7 million, in addition to
realized gains from the sale of other securities.

During the year ended December 31, 2008, we recognized OTTI of $212.9 million related to declines in the
market value of securities in our available for sale portfolio. OTTI was recognized due to our investment advisers
having the discretion to sell these securities as well as certain debt securities with unrealized losses that we planned
to sell subsequent to the reporting period.

Other Income

The other income of $1.5 million and $0.7 million for the years ended December 31, 2009 and 2008,
respectively, represents fee income from the program administrator and wholesale brokerage operation we acquired
as a part of our acquisition of Darwin.

Net Losses and Loss Expenses

Net losses and loss expenses decreased by $37.0 million, or 5.8%, for the year ended December 31, 2009
compared to the year ended December 31, 2008. The decrease in net losses and loss expenses was due to less current
year loss activity compared to the year ended December 31, 2008, partially offset by lower net favorable prior year
reserve development and the inclusion of Darwin for the year ended December 31, 2009. During the year ended
December 31, 2008, we incurred net losses and loss expenses of $14.3 million and $99.0 million from Hurricanes
Gustav and Ike, respectively, as well as $27.2 million from a gas pipeline explosion in Australia and $7.6 million
from flooding in the United States.

We recorded net favorable reserve development related to prior years of $248.0 million and $280.1 million
during the years ended December 31, 2009 and 2008, respectively. The following table shows the net favorable
reserve development of $248.0 million by loss year for each of our segments for the year ended December 31, 2009.
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In the table, a negative number represents net favorable reserve development and a positive number represents net
unfavorable reserve development.

Loss Reserve Development by Loss Year
for the Year Ended December 31, 2009

2002 2003 2004 2005 2006 2007 2008 Total
($ in millions)
U.S.insurance . ............. $ 67 $223) $(363) $(196) $14 $58 $73 $ (704
International insurance ........ (5.8) (18.7) (61.1) 787y 113 8.5 220 (139.5)
Reinsurance. .. ............. 4.0) (16.2) (20.7) 42y (L1 5.2 2.9 (38.1)
Total. . ..oovv $(16.5) $(57.2) $(118.1) $(102.5) $11.6 $2.5 $322  $(248.0)

The unfavorable reserve development is primarily due to higher than expected reported losses in our energy
and general property lines of business in our international insurance segment and our general casualty line of
business in our U.S. insurance and international insurance segments.

The following table shows the favorable reserve development of $280.1 million by loss year for each of our
segments for the year ended December 31, 2008. In the table, a negative number represents net favorable reserve
development and a positive number represents net unfavorable reserve development.

Loss Reserve Development by Loss Year
for the Year Ended December 31, 2008

2002 2003 2004 2005 2006 2007 Total
($ in millions)
US.insurance. . ............. $(3.9) $(103) $ B89 $ (22) $6.6) $ 4.5 $ (364
International insurance. ........ “4.8) (69.6) (66.2) (25.3) 7.0 9.7) (168.6)
Reinsurance ................ 0.2) (7.2) (18.9) 432y (2.2 (3.4 (75.1)
Total. . ..o o $8.9) $(87.1) $94.0) $70.7) $(1.8) $(17.6) $(280.1)

The loss and loss expense ratio for the year ended December 31, 2009 was 45.9% compared to 57.4% for the
year ended December 31, 2008. Net favorable reserve development recognized in the year ended December 31,
2009 reduced the loss and loss expense ratio by 18.8 percentage points. Thus, the loss and loss expense ratio related
to the current loss year was 64.7%. Net favorable reserve development recognized in the year ended December 31,
2008 reduced the loss and loss expense ratio by 25.1 percentage points. Thus, the loss and loss expense ratio related
to that loss year was 82.5%. The decrease in the loss and loss expense ratio for the current loss year was primarily
due to insignificant catastrophe losses in 2009 compared to $148.1 million, or 13.3 percentage points, of catastrophe
losses during the year ended December 31, 2008.

We continue to review the impact of the subprime and credit market crisis on professional liability insurance
policies and reinsurance contracts we write. We have high attachment points on many of our professional liability
policies and contracts, which makes estimating whether losses will exceed our attachment point more difficult.
Based on claims information received to date and our analysis, the average attachment point for our professional
liability insurance policies with potential subprime and credit related exposure is approximately $130 million with
an average limit of $12.0 million (gross of reinsurance). Our direct insurance policies with subprime and credit
related loss notices may have the benefit of facultative reinsurance, treaty reinsurance or a combination of both. For
our professional liability reinsurance contracts with subprime and credit related exposure that have been reported to
us, the average attachment point is approximately $51.8 million with an average limit of approximately $1.8 million.
We do not purchase retrocession coverage on our professional liability reinsurance contracts. At this time, we
believe, based on the claims information received to date, that our provision for losses remains adequate. We will
continue to monitor our reserve for losses and loss expenses for any new claims information and adjust our reserve
for losses and loss expenses accordingly. As of December 31, 2009, we have established case reserves for subprime
and credit related exposures of $71.7 million for professional liability insurance policies and $75.2 million for
professional liability reinsurance contracts.
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The following table shows the components of the decrease in net losses and loss expenses of $37.0 million for

the year ended December 31, 2009 compared to the year ended December 31, 2008.

Year Ended
December 31,

Dollar
2009 2008 Change
($ in millions)
Net 10SSES PAIA + . ot v e vttt $458.2 $474.2  $(16.0)
Net change in reported case IESeIves . ... ..vvv v v . 76.0 89.6 (13.6)
Netchange in IBNR . ... ... .. i 69.9 71.3 74
Net losses and 10SS EXPENSES . . ..ot vvvtneiran e $604.1  $641.1  $(37.0)

The decrease in net losses paid for the year ended December 31, 2009 was primarily due to lower paid losses in
our international insurance and reinsurance segments including lower paid losses on catastrophes partially offset by
the inclusion of Darwin. The decrease in reported case reserves was primarily due to lower case reserves in our
international insurance segment due to the payment of claims partially offset by increased case reserves in our
U.S. insurance and reinsurance segments. The decrease in IBNR was due to lower IBNR in our international
insurance and reinsurance segments primarily due to net favorable reserve development partially offset by higher
IBNR in our U.S. insurance segment due to the growth of U.S. business including the inclusion of Darwin.

The table below is a reconciliation of the beginning and ending reserves for losses and loss expenses for the
years ended December 31, 2009 and 2008. Losses incurred and paid are reflected net of reinsurance recoverables.

Year Ended
December 31,

2009 2008
($ in millions)

Net reserves for losses and loss expenses, January 1.................... $3,688.5  $3,237.0

Acquisition of net reserve for losses and loss expenses . .. ............. — 298.9
Incurred related to:

Current period non-catastrophe .. ....... ... i 852.1 773.1

Current period property catastrophe . ........ ... ... .. — 148.1

Prior period non-catastrophe .. ......... ... .. i (251.7) (246.6)

Prior period property catastrophe . . ......... . 3.7 (33.5)

Total INCUITEd .« . o ottt e e e $ 6041 $ 6411

Paid related to:

Current period non-catastrophe ... ........ ..., 42.3 40.9

Current period property catastrophe . .. ...... ... ... .. i — 38.1

Prior period NON-Catastrophe . ... .........vurereeenennneeneeen.. 343.4 355.6

Prior period property catastrophe . . ............ . i 72.5 39.6

Total Paid . .o\ $ 4582 $ 4742

Foreign exchange revaluation .. ............ ..., 7.4 (14.3)
Net reserve for losses and loss expenses, December 31.................. 3,841.8 3,688.5
Losses and loss expenses recoverable. .. ........ ... ... .. o i 920.0 888.3
Reserve for losses and loss expenses, December 31 . ................... $4,761.8  $4,576.8

Acquisition Costs

Acquisition costs increased by $36.3 million, or 32.2%, for the year ended December 31, 2009 compared to the
year ended December 31, 2008. The increase in acquisition costs was due to higher net premiums written in our
U.S. insurance segment primarily due to the inclusion of Darwin for the year ended December 31,2009. Acquisition
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costs as a percentage of net premiums earned were 11.3% for the year ended December 31, 2009 compared to 10.1%
for the same period in 2008. The increase was due to increased commissions charged by brokers for certain lines of
business and the increase in gross premiums written in our U.S. insurance segment, which carry a higher acquisition
cost ratio. Typically, middle-market business, which is the focus of the U.S. insurance segment, tends to have higher
acquisition costs due to the significant number of competitors for that type of business.

General and Administrative Expenses

General and administrative expenses increased by $62.7 million, or 33.7%, for the year ended December 31,
2009 compared to the same period in 2008. The increase in general and administrative expenses was primarily due
to the following:

* An overall increase in headcount, including the addition of Darwin employees for a full year. The increased
headcount resulted in overall increase in salary and related costs by $45.4 million.

* Increased stock-related compensation of $12.2 million, including an increase of $6.8 million associated with
LTIP awards granted in 2008 to the maximum award payout. We have accrued through the year ended
December 31, 2009 the maximum award percentage, as we believe it is probable that we will achieve the
maximum award when these LTIP awards vest at the end of 2010.

¢ Increase of $2.8 million related to the Darwin Long-Term Incentive Plan (“Darwin LTIP”) that we assumed
as part of the Darwin acquisition. The amount incurred for the Darwin LTIP is a function of pre-acquisition
underwriting profitability, including any subsequent loss reserve development.

Our general and administrative expense ratio was 18.9% for the year ended December 31, 2009, which was
higher than the 16.6% for the year ended December 31, 2008. The increase was primarily due to the factors
discussed above.

Our expense ratio was 30.2% for the year ended December 31, 2009 compared to 26.7% for the year ended
December 31, 2008 due to an increase in both acquisition cost ratio and general and administrative expense ratio.

Amortization and Impairment of Intangible Assets

The amortization and impairment of intangible assets increased by $10.4 million for the year ended
December 31, 2009 compared to the year ended December 31, 2008. The increase was due to a full year of
amortization of intangible assets related to the Darwin acquisition of $4.2 million compared to $0.7 million in the
prior year and the impairment of the Darwin trademark intangible asset of $6.9 million. At the end of 2009, we made
a strategic decision to market all products, with few limited exceptions, under the Allied World brand instead of
under the Darwin brand. We believe that Darwin related business will benefit from greater access to markets under
the Allied World brand, which is a more internationally recognized brand. This resulted in a significant change in
the extent and manner in which we were utilizing the trademark. As such, an impairment charge of $6.9 million was
incurred to write off the unamortized balance of the Darwin trademark.

Interest Expense

Interest expense increased $0.3 million, or 0.8%, for the year ended December 31, 2009 compared to the year
ended December 31, 2008, as a result of additional interest expense on our borrowing of $243.8 million from our
$400 million unsecured revolving credit facility, which was paid in full in February 2009.

Net Income

Net income for the year ended December 31, 2009 was $606.9 million compared to $183.6 million for the year
ended December 31, 2008. The increase was primarily the result of higher net realized investment gains, higher net
premiums earned, lower catastrophe losses and lower OTTI, partially offset by increased general and administrative
expenses and higher income tax expense. Net income for the year ended December 31, 2009 included a net foreign
exchange loss of $0.7 million and an income tax expense of $36.6 million. Net income for the year ended
December 31, 2008 included a net foreign exchange gain of $1.4 million and an income tax benefit of $7.6 million.
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The increase in income tax expense in the current period is primarily due to taxable income in our U.S. offices
driven by the profitability of Darwin.

Comparison of Years Ended December 31, 2008 and 2007
Premiums

Gross premiums written decreased by $59.9 million, or 4.0%, for the year ended December 31, 2008 compared
to the year ended December 31, 2007. The decrease in gross premiums written was primarily the result of the
following:

« The non-renewal of business that did not meet our underwriting requirements (which included pricing and/or
policy and contract terms and conditions), increased competition and decreasing rates for renewal business
in each of our operating segments. This included a reduction in gross premiums written within our
international insurance segment for the energy line of business, by $40.1 million, or 41.7%, and a reduction
in the amount of gross premiums written for certain energy classes of business within our general casualty
line of business in our international insurance segment by $9.9 million in response to deteriorating market
conditions.

« In our reinsurance segment, adjustments on estimated premiums were lower by $33.7 million during the year
ended December 31, 2008 compared to the year ended December 31, 2007. We recognized net downward
adjustments of $19.5 million during the year ended December 31, 2008 compared to net upward adjustments
of $14.2 million during the year ended December 31, 2007.

o Offsetting these reductions were higher gross premiums written in our U.S. insurance segment of
$127.3 million, or 66.1%, primarily due to increased gross premiums written by our U.S. offices as well
as the inclusion of Darwin’s gross premiums written of $68.9 million for the period from October 20, 2008 to
December 31, 2008.

The table below illustrates our gross premiums written by geographic location for the years ended
December 31, 2008 and 2007.

Year Ended
December, Dollar Percentage
2008 2007 Change Change
($ in millions)
Bermuda. . oo oo e e e e $ 7937 $1,065.9 $(272.2) (25.5)%
BUIOPE .\ oottt e 224.2 246.9 2.7 (9.2)
United States . . . oo oo i e e e e 427.7 192.7 235.0 122.0

$1,4456 $1,5055 $ (59.9) 4.0)%

The decrease in gross premiums written for our Bermuda operations was due to the non-renewal of business
that did not meet our underwriting requirements (which included pricing and/or policy and contract terms and
conditions), increased competition and decreasing rates for renewal business. This included a reduction in gross
premiums written in our reinsurance segment of $134.2 million due to the non-renewal of certain treaties, a
reduction in gross premiums written in our international insurance segment of $16.7 million for the energy line of
business, and a reduction of $8.8 million in our international insurance segment for certain energy classes of
business within our general casualty line of business in response to deteriorating market conditions. The decrease in
gross premiums written for our Bermuda operations was also due to adjustments on estimated premiums being
lower by $33.7 million during the year ended December 31, 2008 compared to the year ended December 31, 2007,
and certain treaties that were previously written in Bermuda during the year ended December 31, 2007 being
renewed by our U.S. reinsurance subsidiary during the year ended December 31, 2008. Our U.S. reinsurance
subsidiary commenced operations in April 2008 and renewed treaties previously written in Bermuda of
$64.4 million during the year ended December 31, 2008.

Net premiums written decreased by $45.9 million, or 4.0%, for the year ended December 31, 2008 compared to
the year ended December 31, 2007. The decrease in net premiums written is in-line with the decrease in gross

85



premiums written. The difference between gross and net premiums written is the cost to us of purchasing
reinsurance, both on a proportional and a non-proportional basis, including the cost of property catastrophe
reinsurance coverage. We ceded 23.4% of gross premiums written for both the years ended December 31, 2008 and
2007.

Net premiums earned decreased by $42.9 million, or 3.7%, for the year ended December 31, 2008 compared to
the ended December 31, 2007 due to the continued earning of lower net premiums written partially offset by the
inclusion of earned premium from Darwin from the period October 20, 2008 to December 31, 2008.

We evaluate our business by segment, distinguishing between U.S. insurance, international insurance and
reinsurance. The following chart illustrates the mix of our business on both a gross premiums written and net
premiums earned basis.

Gross Net
Premiums Premiums
Written Earned

Year Ended December 31,
2008 2007 2008 2007

US.IOSUTANCe . .. ..o ottt 222% 12.8% 16.1% 11.1%
International insSurance . .. ........... .t 48.1 51.6 423 455
ReinSUrance . . . ... ittt e e 29.7 356 41.6 434

The percentage of the U.S. insurance segment’s gross premiums written and net premiums earned was higher
during the year ended December 31, 2008 compared to the year ended December 31, 2007 due to the growth of our
U.S. casualty insurance operations including the inclusion of gross premiums written by Darwin from October 20,
2008 to December 31, 2008.

Net Investment Income

Net investment income increased by $10.9 million, or 3.7%, for the year ended December 31, 2008 compared
to the year ended December 31, 2007. The increase was primarily the result of an increase in the dividends received
from our global high-yield bond fund. During the year ended December 31, 2007 we received one annual dividend
from our global high-yield bond fund of $2.1 million. During the year ended December 31, 2008, we received two
dividends from the global high-yield bond fund of $6.1 million in January 2008 and $7.9 million in December 2008.
We typically receive an annual dividend from the global high-yield bond fund in January of each year, but it is now
expected that we will receive the dividend in December of each year. Investment management expenses of
$6.7 million and $5.8 million were incurred during the years ended December 31, 2008 and 2007, respectively.

For the years ended December 31, 2008 and 2007, the period book yield of the investment portfolio was 4.7%
and 4.9%, respectively. As of December 31, 2008, approximately 99% of our fixed income investments (which
included individually held securities and securities held in a global high-yield bond fund) consisted of investment
grade securities. The average credit rating of our fixed income portfolio was AA+ as rated by Standard & Poor’s and
Aal as rated by Moody’s, with an average duration of approximately 3.3 years as of December 31, 2008.

Realized Investment Gains/Losses and Net Impairment Charges Recognized in Earnings

During the year ended December 31, 2008, we recognized $60.0 million in net realized investment losses
compared to net realized investment gains of $37.0 million during the year ended December 31, 2007. During the
year ended December 31, 2008, we recognized $212.9 million in net impairment charges recognized in earnings
compared to $44.6 million during the year ended December 31, 2007. Net realized investment losses of
$60.0 million for the year ended December 31, 2008 were comprised of the following:

* Net realized investment losses of $77.7 million related to the mark-to-market of our hedge fund investments
and equity securities. The net realized investment losses were due to the overall volatility of the financial
markets. In January 2009, one of the hedge funds received a notice of termination from one of its lenders and
was liquidated during 2009. We did not receive any proceeds at final redemption, and as such recognized a
mark-to-market loss of $19.4 million during the year ended December 31, 2008.
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¢ Other net realized investment gains of $17.7 million. This included net realized gains of $12.4 million from
our investment in the Portfolio VI Fund and the AIG Select Fund. Also included in net realized investment
gains of $17.7 million are net realized investment losses recognized from the sale of fixed income securities
issued by Lehman Brothers Holding Ltd of $45.0 million, Morgan Stanley of $15.0 million and Washington
Mutual, Inc. of $1.7 million, in addition to realized gains from the sale of other fixed maturity securities,
primarily U.S. Treasury securities.

Included in the $212.9 million in write-downs were the following other-than-temporary impairment charges:

* Awrite-down of $212.9 million related to declines in the market value of securities in our available for sale
portfolio that were considered to be other than temporary. The declines in the market value of these securities
were primarily due to the write-down of residential and commercial mortgage-backed securities and
corporate bonds due to the widening of credit spreads caused by the continued decline in the U.S. housing
market and the current turmoil in the financial markets. Of the total other-than-temporary impairment charge
of $212.9 million recognized during the year ended December 31, 2008, $164.0 million was due to our
investment portfolio managers having the discretion to sell certain investments, and therefore we could not
assert we have the intent to hold certain investments in an unrealized loss until recovery. In addition we
recognized an other-than-temporary impairment charge of $48.9 million for certain debt securities with
unrealized losses that we planned to sell subsequent to the reporting period. The following shows the
other-than-temporary impairment charge for our fixed maturity investments by category:

Other-than-temporary
impairment charges
For the Year Ended
December 31, 2008

($ in millions)

U.S. government and government agencies . . . .. ...ttt $ 211
Non-U.S. government and government agencies . . ... .........c..ouuunnn.. 2.8
COIPOTALE . . . e e 83.5
States, municipalities and political subdivisions ........................ 0.8
Mortgage backed . . . ... ... 95.8
Assetbacked . . .. ... . 8.9
Total other-than-temporary impairment charges. . .................. .. ... $212.9

During the year ended December 31, 2007, we recognized net realized gains from the sale of securities of
$37.0 million as well as a write-down of approximately $44.6 million related to declines in the market value of
securities in our available for sale portfolio that were considered to be other than temporary. Included in the
$44.6 million in write-downs were the following other-than-temporary impairment charges:

¢ A write-down of $23.9 million related to our investment in the Goldman Sachs Global Alpha Fund, plc
(“Global Alpha Fund”). We reviewed the carrying value of this investment in light of the significant changes
in economic conditions that occurred during 2007, which included subprime mortgage exposure, tightening
of credit spreads and overall market volatility. These economic conditions caused the fair value of this
investment to decline. Prior to us selling our shares in the fund, we could not reasonably estimate when
recovery would occur, and as such recorded an other-than-temporary impairment charge. We sold our shares
in the Global Alpha Fund on December 31, 2007 for proceeds of $31.5 million, which resulted in an
additional realized loss of $2.1 million.

» A write-down of $3.5 million related to our investment in the Goldman Sachs Global Equity Opportunities
Fund, PLC. We submitted a redemption notice in November 2007 to sell our shares in this fund and as a
result recognized an other-than-temporary impairment charge at December 31, 2007. The sale of shares

occurred in February, 2008.

o Awrite-down of $2.2 million related to our investment in bonds issued by a mortgage lending institution. We
performed an analysis of the issuer, including its liquidity, business prospects and overall financial position
and concluded that an other-than-temporary impairment charge should be recognized.
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« The remaining write-downs of $15.0 million were solely due to changes in interest rates.

Other Income

The other income of $0.7 million for the year ended December 31, 2008 represents fee income from the
program administrator and wholesale brokerage operation we acquired as a part of our acquisition of Darwin.

Net Losses and Loss Expenses

Net losses and loss expenses decreased by $41.2 million, or 6.0%, for the year ended December 31, 2008
compared to the year ended December 31, 2007. The decrease in net losses and loss expenses was due to higher net
favorable prior year reserve development recognized partially offset by higher than expected loss activity in the
current period, which included net losses and loss expenses incurred from Hurricanes Gustav and lke of
$14.3 million and $99.0 million, respectively. Of the total $113.3 million of net losses and loss expenses incurred
for Hurricanes Gustav and Ike, $18.4 million, $55.7 million and $39.2 million was recognized in our U.S. insurance,
international insurance and reinsurance segments, respectively. Our loss estimate is derived from claims infor-
mation obtained from clients and brokers, a review of the terms of in-force policies and contracts and catastrophe
modeling analysis. Our actual losses from these events may vary materially from the current estimate due to
inherent uncertainties resulting from several factors, including the nature of available information, potential
inaccuracies and inadequacies in the data provided by clients and brokers, potential catastrophe modeling
inaccuracies, the contingent nature of business interruption exposures, the effects of any resultant demand surge
on claims activity and attendant coverage issues.

We recorded net favorable reserve development related to prior years of approximately $280.1 million and
$123.1 million during the years ended December 31, 2008 and 2007, respectively. The $280.1 million of net
favorable reserve development consisted of $246.6 million of non-catastrophe prior year reserve development and
$33.5 million of catastrophe prior year reserve development. The following table shows the net reserve development
of $280.1 million by loss year for each of our segments for the year ended December 31, 2008. In the table a negative
number represents net favorable reserve development and a positive number represents net unfavorable reserve
development.

Loss Reserve Development by Loss Year
for the Year Ended December 31, 2008

2002 2003 2004 2005 2006 2007 Total
($ in millions)
U.S.insurance . . .. ..oovvvennneenn.. $(3.9) $103) $ B9 $22) $66) $ @45 (364
International insurance . .. . ............ 4.8) (69.6) (66.2) (25.3) 7.0 .7 (168.6)
Reinsurance. . ............cooue.... 0.2) (7.2) (18.9) 432y (2.2 (3.4) (75.1)
Total . ... e $8.9) $87.1) $(94.0) $(70.7) $(0.8) $(17.6) $(280.1)

The following is a breakdown of the major factors contributing to the net favorable reserve development for the
year ended December 31, 2008:

« The net favorable reserve development recognized in our U.S. insurance segment was primarily the result of
the general casualty, healthcare and general property lines of business actual loss emergence being lower
than the initial expected loss emergence for the 2002 through 2007 loss years. We also recognized
$11.3 million in net favorable reserve development related to Darwin’s business, which primarily related
to the 2006 and 2007 loss years.

* The net favorable reserve development recognized in our international insurance segment primarily was a
result of general casualty and healthcare lines of business actual loss emergence being lower than the initial
expected loss emergence for the 2002 through 2005 loss years, the professional liability line of business
actual loss emergence being lower than the initial expected loss emergence for the 2003 and 2004 loss years
and the general property and energy lines of business actual loss emergence being lower than the initial
expected loss emergence for the 2002 through 2007 loss years. The net favorable reserve development was

88



partially offset by unfavorable reserve development recognized in the professional liability line of business
for the 2002 and 2006 loss years due to increased loss activity in those loss years.

« The net favorable reserve development recognized in our reinsurance segment was primarily the result of net
favorable reserve development of $25.7 million for our professional liability reinsurance, general casualty
reinsurance, accident and health reinsurance and facultative reinsurance lines of business and $33.3 million
of net favorable reserve development for our property reinsurance and international reinsurance lines of
business. The net favorable reserve development for our professional liability reinsurance, general casualty
reinsurance, accident and health reinsurance and facultative reinsurance lines of business was primarily the
result of actual loss emergence being lower than the initial expected loss emergence for the 2003 through
2005 loss years. The net favorable non-catastrophe reserve development for our property reinsurance and
international reinsurance lines of business was primarily the result of actual loss emergence being lower than
the initial expected loss emergence for the 2002 through 2007 loss years.

We also recognized $33.5 million in net favorable reserve development for the 2004 and 2005 windstorms. Of
the $33.5 million in net favorable reserve development, $20.2 million and $16.1 million of net favorable reserve
development was recognized in our international insurance and reinsurance segments, respectively, and $2.8 million
of net unfavorable reserve development was recognized in our U.S. insurance segment. As of December 31, 2008,
we estimated our net losses related to Hurricanes Katrina, Rita and Wilma to be $387.0 million, which was a
reduction from our original estimate of $456.0 million.

The following is a breakdown of the major factors contributing to the net favorable reserve development for the
year ended December 31, 2007:

o Net favorable non-catastrophe reserve development of $36.8 million for our U.S. insurance segment, which
consisted of $42.1 million of favorable reserve development primarily related to low loss emergence in our
general casualty and healthcare lines of business for the 2002 through 2004 loss years and low loss
emergence in our general property line of business for the 2002, 2003, 2005 and 2006 loss years. These
favorable non-catastrophe reserve developments were partially offset by $5.3 million of unfavorable reserve
development due to higher than anticipated loss emergence in our general property line of business for the
2004 loss year.

o Net favorable non-catastrophe reserve development of $43.9 million for our international insurance
segment, which consisted of $127.9 million of favorable reserve development primarily related to low
loss emergence in our healthcare, general property and energy lines of business for the 2002 through 2004,
and 2006 loss years, low loss emergence in our professional liability line of business for the 2003 and 2004
loss years and low loss emergence in our general casualty line of business for the 2004 loss year. These
favorable non-catastrophe reserve developments were partially offset by $84.0 million in unfavorable non-
catastrophe reserve development primarily related to higher than anticipated loss emergence in our general
casualty line of business for the 2003 and 2005 loss years, our professional liability line of business for the
2002 loss year and our general property and energy lines of business for the 2005 loss year.

« Net favorable non-catastrophe reserve development of $3.3 million, for our reinsurance segment related to
low loss emergence in our property and accident and health reinsurance lines of business for the 2004 and
2005 accident years.

« Net favorable catastrophe reserve development of $35.1 million related to the 2005 windstorms and net
favorable catastrophe reserve development of $4.0 million related to the 2004 windstorms. Of the
$35.1 million in net favorable catastrophe reserve development, $2.8 million, $32.4 million and $3.8 million
was recognized in the U.S. insurance, international insurance and reinsurance segments, respectively. We
recognized the net favorable catastrophe reserve development for the 2004 and 2005 windstorms due to less
than anticipated reported loss activity. As of December 31, 2007, we estimated our net losses related to
Hurricanes Katrina, Rita and Wilma to be $420.9 million, which was a reduction from our original estimate
of $456.0 million.

The loss and loss expense ratio for the year ended December 31, 2008 was 57.4%, compared to 58.8% for the
year ended December 31, 2007. Net favorable reserve development recognized in the year ended December 31,
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2008 reduced the loss and loss expense ratio by 25.1 percentage points. Thus, the loss and loss expense ratio related
to the current loss year was 82.5%. Net favorable reserve development recognized in the year ended December 31,
2007 reduced the loss and loss expense ratio by 10.6 percentage points. Thus, the loss and loss expense ratio related
to that loss year was 69.4%. The increase in the loss and loss expense ratio in 2008 for the current loss year was
primarily due to net incurred losses and loss expenses related to Hurricanes Gustav and Ike of $113.3 million, or
10.1 percentage points, as well as $27.2 million, or 2.4 percentage points, of additional reserves established for
energy and general property attritional loss activity for the 2008 loss year during the year ended December 31, 2008.

The following table shows the components of the decrease in net losses and loss expenses of $41.2 million for
the year ended December 31, 2008 from the year ended December 31, 2007.

Year Ended
December 31, Dollar
2008 2007 Change
($ in millions)
Netlosses paid ... ..o oottt $4742 $3979 § 763
Net change in reported case 1eserves . ........................ 89.6 38.0 51.6
Netchange in IBNR . ...... .. .. ... .. . ... . . i, 77.3 246.4 (169.1)
Net losses and 10SS EXPENSES . . . v v v vt vt vt it $641.1 $682.3 $ (41.2)

Net losses paid increased by $76.3 million for the year ended December 31, 2008 due to higher paid losses for
our casualty insurance lines of business within the U.S. insurance and international insurance segments partially
offset by lower claim payments relating to the 2004 and 2005 windstorms than the amount paid during the year
ended December 31, 2007. During the year ended December 31, 2008, $39.6 million of net losses were paid in
relation to the 2004 and 2005 windstorms compared to $98.5 million during the year ended December 31, 2007.
During the year ended December 31, 2008, we recovered $14.0 million on our property catastrophe reinsurance
protection in relation to losses paid as a result of the 2004 and 2005 windstorms compared to $33.0 million for the
year ended December 31, 2007. The increase in reported case reserves was due to increased loss activity for the
current period for property related losses in each of our operating segments, partially offset by lower case reserves
for our casualty insurance lines of business in our U.S. insurance and international insurance segments due to the
settlement of claims. The decrease in IBNR was primarily due to higher net favorable loss reserve development
partially offset by increased reserves for losses and loss expenses for our current loss year’s business.
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The table below is a reconciliation of the beginning and ending reserves for losses and loss expenses for the
years ended December 31, 2008 and 2007. Losses incurred and paid are reflected net of reinsurance recoverable.

Year Ended
December 31,
2008 2007
($ in millions)
Net reserves for losses and loss expenses, January 1.................... $3,237.0  $2,947.9
Acquisition of net reserve for losses and loss expenses. . ................ 298.9 —
Incurred related to:
Current period non-catastrophe . ............ ... . ... . i 773.1 805.4
Current period property catastrophe ... .......... ..o 148.1 —
Prior period non-catastrophe . ......... ... ... .o (246.6) (84.0)
Prior period property catastrophe . .. ....... ... .. .. oo (33.5) (39.1)
Total INCUITEd . . o o vttt e et e e $ 641.1 $ 6823
Paid related to:
Current period non-catastrophe . ............ ...t 40.9 32.6
Current period property catastrophe .. ........ .. ... ... 38.1 —
Prior period non-catastrophe ... ....... ... .. e 355.6 266.8
Prior period property catastrophe . . ........ .. i 39.6 98.5
Total PAId . ..ot $ 4742 $ 3979
Foreign exchange revaluation ............. ... ... . ..o, (14.3) 4.7
Net reserve for losses and loss expenses, December 31. .. ............... 3,688.5 3,237.0
Losses and loss expenses recoverable. . ............ ... ... 888.3 682.8
Reserve for losses and loss expenses, December 31 . ................... $4,576.8  $3,919.8

Acquisition Costs

Acquisition costs decreased by $6.4 million, or 5.4%, for the year ended December 31, 2008 compared to the
year ended December 31, 2007. Acquisition costs as a percentage of net premiums earned were 10.1% for the year
ended December 31, 2008 compared to 10.3% for the same period in 2007.

General and Administrative Expenses

General and administrative expenses increased by $44.3 million, or 31.3%, for the year ended December 31,
2008 compared to the same period in 2007. The following is a breakdown of the major factors contributing to this
increase:

« Salary and employee welfare costs increased approximately $32.9 million due to our staff count increasing
to 560 as of December 31, 2008 from 300 as of December 31, 2007. The increase in staff count includes
188 employees of Darwin. The increase also included a one-time expense of $4.5 million for the
reimbursement of forfeited stock compensation and signing bonuses for new executives hired as part of
the continued expansion of our U.S. operations and increased stock compensation costs of $5.7 million for
all offices. We also recognized $3.1 million of salary and welfare costs related to the Darwin long-term
incentive plan. The Darwin long-term incentive plan was for certain of its key employees and was based on
underwriting profitability. Please see Note 12(c) of the notes to consolidated financial statements for further
details on the Darwin long-term incentive plan.

« Rent and amortization of leaseholds and furniture and fixtures increased by approximately $4.3 million due
to our new office space in New York, Farmington (CT) and Chicago and increased amortization of furniture
and fixtures.
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* Information technology costs increased by approximately $2.8 million due to higher network fees and
consulting costs in 2008 than 2007. This increase was due to the development of our technological
infrastructure as well as an increase in the cost of hardware and software.

* Professional fees increased by approximately $1.6 million.

Our general and administrative expense ratio was 16.6% for the year ended December 31, 2008 compared to
12.2% for the year ended December 31, 2007. The increase was primarily due to the factors discussed above.

Our expense ratio was 26.7% for the year ended December 31, 2008 compared to 22.5% for the year ended
December 31, 2007. The increase resulted primarily from increased general and administrative expenses.

Amortization and Impairment of Intangible Assets

The amortization and impairment of intangible assets was $0.7 million for the year ended December 31, 2008
compared to nil for the year ended December 31, 2007. The $0.7 million represented the amortization of intangible
assets related to the Darwin acquisition since acquired in October 2008.

Interest Expense

Interest expense increased $0.9 million, or 2.4%, for the year ended December 31, 2008 compared to the year
ended December 31, 2007. Interest expense incurred during the year ended December 31, 2008 represented the
annual interest expense on the senior notes, which bear interest at an annual rate of 7.50%, as well as the interest
expense on the syndicated loan on which we borrowed from our $400 million unsecured revolving credit facility
(and which was paid in full in February 2009).

Net Income

Net income for the year ended December 31, 2008 was $183.6 million compared to net income of
$469.2 million for the year ended December 31, 2007. The decrease was primarily the result of significantly
higher net realized investment losses, net losses and loss expenses related to Hurricanes Gustav and lke and
increased general and administrative expenses partially offset by net favorable prior year loss reserve development.
Net income for the year ended December 31, 2008 included a net foreign exchange gain of $1.4 million and an
income tax benefit of $7.6 million. Net income for the year ended December 31, 2007 included a net foreign
exchange gain of $0.8 million and an income tax expense of $1.1 million.

Underwriting Results by Operating Segments
Our company is organized into three operating segments:

U.S. Insurance Segment. The U.S. insurance segment includes our direct specialty insurance operations in
the United States. This segment provides both direct property and specialty casualty insurance to non-Fortune 1000
North American domiciled accounts.

International Insurance Segment. The international insurance segment includes our direct insurance oper-
ations in Bermuda, Europe, Hong Kong and Singapore. This segment provides both direct property and casualty
insurance primarily to Fortune 1000 North American domiciled accounts and mid-sized to large non-North
American domiciled accounts.

Reinsurance Segment. Our reinsurance segment includes the reinsurance of property, general casualty,
professional liability, specialty lines and property catastrophe coverages written by insurance companies. We
presently write reinsurance on both a treaty and a facultative basis, targeting several niche reinsurance markets.
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U.S. Insurance Segment

The following table summarizes the underwriting results and associated ratios for the U.S. insurance segment

for the years ended December 31, 2009, 2008 and 2007.

Revenues

Gross premiums WIten . ... ... ...ttt
Net premiums Written . . .. ... ..o
Net premiums €arned ... ...t e
Other INCOME . . . ..ottt e
Expenses

Net losses and 10SS EXPENSES . . . . . oo vttt it
ACQUISIEION COSES. . . v oottt et
General and administrative eXpenses . .. ........ovtte ...
Underwriting income (1oss) . .. ... ... .. i i
Ratios

Loss and Joss expense ratio . . .. ..o oot
Acquisition cost ratio . ....... ...
General and administrative expense ratio . . . ....................
Expense 1atio . ... ...
Combined Tatio . . . . . vt v e

Comparison of Years ended December 31, 2009 and 2008

Year Ended December 31,

2009 2008 2007
($ in millions)
$674.8  $320.0 $192.7
493.1 213.0 123.2
447.5 179.8 128.3
1.5 0.7 —
2114 103.4 53.1
58.1 17.8 114
115.8 66.8 29.7
63.7 (7.5) 34.1
47.2% 57.5% 41.4%
13.0% 9.9% 8.9%
25.9% 37.1% 23.1%
38.9% 47.0% 32.0%
86.1% 104.5%  73.4%

Premiums. Gross premiums written increased by $354.8 million, or 110.9%, for the year ended December 31,
2009 compared to the same period in 2008. The increase in gross premiums written was primarily due to the
inclusion of gross premiums written of approximately $340 million from Darwin for the year ended December 31,
2009 compared to $68.9 million of gross premiums written by Darwin for the period of October 20, 2008 through
December 31, 2008 in addition to higher gross premiums written by our other U.S. offices where attractive
underwriting opportunities were present. Gross premiums written by our U.S. offices, excluding Darwin, increased
by approximately $84 million, or 33%, due to increased new business driven by our expansion in the United States,
with new offices in Atlanta, Dallas, Los Angeles and Costa Mesa, and significant additional underwriting staff and
new products for our U.S. business as of December 31, 2009 compared to December 31, 2008.

The table below illustrates our gross premiums written by line of business for the years ended December 31,

2009 and 2008.

Year Ended
__December 31, Dollar Percentage
2009 2008 Change Change
($ in millions)
Professional liability ..................o ... $183.7 $113.5 $ 70.2 61.9%
Healthcare . . . ... ... ottt i 177.7 49.7 128.0 257.5
General casualty . ............ ... ... ... . . ... 122.0 56.1 65.9 117.5
Programs. . .. ...ttt 101.5 36.2 65.3 180.4
General property . ........ ..ot 71.5 62.0 9.5 15.3
Other. . ..ot 18.4 2.5 15.9 636.0
$674.8  $320.0 $354.8 110.9%
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Net premiums written increased by $280.1 million, or 131.5%, for the year ended December 31, 2009
compared to the year ended December 31, 2008. The increase in net premiums written was primarily driven by the
inclusion of Darwin for the year ended December 31, 2009. The increase in net premiums written from the
acquisition of Darwin also included a $3.0 million reduction in premiums ceded for variable-rated reinsurance
contracts that have swing-rated provisions. This compared to a reduction of $5.2 million in premiums ceded for the
variable-rated reinsurance contracts during the year ended December 31, 2008. Overall, we ceded 26.9% of gross
premiums written for the year ended December 31, 2009 compared to 33.4% for the year ended December 31, 2003.
The decrease in the percentage of premiums ceded to reinsurers was primarily caused by a change in business mix to
more casualty business with lower reinsurance cession percentages, particularly in our general casualty, profes-
sional liability and program lines of business.

Net premiums earned increased $267.7 million, or 148.9%, primarily due to the inclusion of earned premium
from Darwin for the year ended December 31, 2009, including the $3.0 million decrease in premiums ceded for
variable-rated reinsurance contracts of Darwin that have swing-rated provisions, which were fully earned.

Net losses and loss expenses. Net losses and loss expenses increased by $108.0 million, or 104.4%, for the
year ended December 31, 2009 compared to the year ended December 31, 2008. The increase in net losses and loss
expenses was primarily due to the inclusion of Darwin for the year ended December 31, 2009, partially offset by
higher net favorable reserve development recognized.

Overall, our U.S. insurance segment recorded net favorable reserve development of $70.4 million during the
year ended December 31, 2009 compared to net favorable reserve development of $36.4 million for the year ended
December 31, 2008.

The $70.4 million of net favorable reserve development during the year ended December 31, 2009 included the
following:

* Net favorable reserve development of $36.5 million for Darwin-related business comprised of $46.0 million
of favorable development primarily the result of actual loss emergence being lower than the expected loss
emergence for the healthcare and program lines of business primarily for the 2005 through 2008 loss years
and the professional liability line of business for the 2004 through 2006 loss years. This was offset by
unfavorable development of $9.5 million primarily in the professional liability line of business for the 2007
and 2008 loss years.

* Net favorable reserve development of $78.6 million for business written by our other U.S. offices primarily
the result of actual loss emergence being lower than the expected loss emergence for the general casualty line
of business for the 2002 through 2004 loss years, professional liability line of business for the 2002 through
2004 and 2008 loss years, the healthcare line of business for the 2002 through 2005 and 2008 loss years and
the general property line of business for the 2002 through 2007 loss years.

» Net unfavorable reserve development of $44.7 million for business written by our U.S. offices primarily due
to higher than expected reported losses for the general casualty line of business for the 2005 through 2008
loss years and our professional liability line of business for the 2005 through 2007 loss years.

The $36.4 million of net favorable reserve development during the year ended December 31, 2008 was
primarily due to net favorable reserve development of $27.9 million recognized primarily as a result of the general
casualty, healthcare and general property lines of business actual loss emergence being lower than the initial
expected loss emergence for the 2002 through 2007 loss years in addition to net favorable reserve development of
$11.3 million recognized related to Darwin’s business, which primarily related to the 2006 and 2007 loss years.

The loss and loss expense ratio for the year ended December 31, 2009 was 47.2% compared to 57.5% for the
year ended December 31, 2008. Net favorable reserve development recognized in the year ended December 31,
2009 decreased the loss and loss expense ratio by 15.7 percentage points. In addition, the $3.0 million decrease in
premiums ceded for variable-rated reinsurance contracts of Darwin that have swing-rated provisions increased the
loss and loss expense ratio by 0.4 percentage points. Thus, the loss and loss expense ratio for the current loss year
was 63.3%. In comparison, net favorable reserve development recognized in the year ended December 31, 2008
decreased the loss and loss expense ratio by 20.2 percentage points. In addition, the $5.2 million reduction in
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premiums ceded for the variable-rated reinsurance contracts of Darwin that have swing-rated provisions reduced the
loss and loss expense ratio by 2.4 percentage points. Thus, the loss and loss expense ratio for that loss year was
80.1%. The decrease in the loss and loss expense ratio for the current loss year was primarily due to lower storm
activity. Net incurred losses from Hurricanes Gustav and Tke of $3.4 million and $15.0 million, respectively,
occurred during the year ended December 31, 2008. We also wrote more healthcare and program business during
the year ended December 31, 2009, which carry lower expected loss and loss expense ratios than other lines of
business.

Net paid losses for the year ended December 31, 2009 and 2008 were $128.9 million and $70.7 million,
respectively. The increase in net paid losses was primarily due to the inclusion of Darwin for the year ended
December 31, 2009 and net paid losses on the 2008 windstorms.

The table below is a reconciliation of the beginning and ending reserves for losses and loss expenses for the
years ended December 31, 2009 and 2008. Losses incurred and paid are reflected net of reinsurance recoverables.

Year Ended
December 31,
2009 2008
($ in millions)
Net reserves for losses and loss expenses, January 1.................... $ 8194 $ 4712
Acquisition of net reserve for losses and loss expenses . .. ............. — 315.5
Incurred related to:
Current period non-catastrophe . ............... .. ... . ... ... ... 281.8 121.4
Current period catastrophe . . ... ... .. . — 18.4
Prior period non-catastrophe . ......... ... .. ... .. ... (74.9) (39.2)
Prior period catastrophe. . . ........ ... . . . 4.5 2.8
Total INCUITE . . o . o ottt et e e e $ 2114 $ 1034
Paid related to:
Current period non-catastrophe . ............ ... . i, 12.1 4.7
Current period catastrophe . . . .. ... .. — 0.5
Prior period non-catastrophe . ........... ... .. .. 99.2 62.2
Prior period catastrophe . . ... ... .. 17.6 33
Total Paid . . oo e e § 1289 § 707
Net reserve for losses and loss expenses, December 31. . ... ............. 901.9 819.4
Losses and loss expenses recoverable. . . ....... ... ... . i 351.8 309.1
Reserve for losses and loss expenses, December 31 .................... $1,253.7 $1,128.5

The acquisition of net reserve for losses and loss expenses represents the reserves acquired as part of the
Darwin acquisition. The $315.5 million represents the reserves acquired after the elimination of any reinsurance
recoverables that Darwin purchased from us prior to the acquisition.

Acquisition costs. Acquisition costs increased by $40.3 million for the year ended December 31, 2009
compared to the year ended December 31, 2008. The increase was primarily caused by increased net premiums
written due to the inclusion of Darwin for the year ended December 31, 2009. The acquisition cost ratio increased to
13.0% for the year ended December 31, 2009 from 9.9% for the same period in 2008. The increase was due to
increased commissions charged by brokers and higher gross premiums written in our program line of business,
which carries higher acquisition costs than our other lines of business and includes profit commissions incurred.

General and administrative expenses. General and administrative expenses increased by $49.0 million, or
73.4%, for the year ended December 31, 2009 compared to the year ended December 31, 2008. The increase in
general and administrative expenses was primarily due to the inclusion of Darwin for the full year ended
December 31, 2009 and the addition of new offices in Dallas, Los Angeles and Costa Mesa and staff in our
other U.S. offices, which increased overall salary and related costs including stock-related costs. The decrease in the
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general and administrative expense ratio from 37.1% for the year ended December 31, 2008 to 25.9% for the same
period in 2009 was the result of the increase in net premiums earned.

Comparison of Years Ended December 31, 2008 and 2007

Premiums. Gross premiums written increased by $127.3 million, or 66.1%, for the year ended December 31,
2008 compared to the year ended December 31, 2007. The increase in gross premiums written was primarily due to
increased gross premiums written by our U.S. offices, excluding Darwin, of $58.4 million, as well as the inclusion
of Darwin’s gross premiums written for the period from October 20, 2008 to December 31, 2008 of $68.9 million.

The table below illustrates our gross premiums written by line of business for the years ended December 31,
2008 and 2007.

Year Ended

__December 31, Dollar Percentage

2008 2007 Change Change
($ in millions)

Professional liability ............. ... ... ... .... $113.5 $ 69.7 $ 4338 62.8%
General Property . .. ....vcv it 62.0 59.3 2.7 4.6
General casualty . ..........ouuieiiiiinn. 56.1 41.9 14.2 33.9
Healthcare . .. ... .o 49.7 6.0 437 728.3
Programs. ... ... ... 36.2 15.8 20.4 129.1
Other. . o 2.5 — 2.5 n/a

$320.0 $192.7 $1273 66.1%

Contributing to the increase in gross premiums written for the professional liability, healthcare, programs and
other lines of business was the inclusion of business written by Darwin of $22.6 million, $31.9 million, $11.9 million
and $2.5 million, respectively, from the period October 20, 2008 to December 31, 2008.

Net premiums written increased by $89.8 million, or 72.9%, for the year ended December 31, 2008 compared
to the year ended December 31, 2007. The increase in net premiums written was in-line with the increase in gross
premiums written primarily driven by the inclusion of Darwin for the period from October 20, 2008 to December 31,
2008. The increase in net premiums written from the acquisition of Darwin also included a $5.2 million reduction in
premiums ceded for variable-rate reinsurance contracts of Darwin that have swing-rated provisions, as a result of
additional profits from favorable prior year reserve development. Overall, we ceded 33.4% of gross premiums
written for the year ended December 31, 2008 compared to 36.1% for year ended December 31, 2007. The decrease
in the percentage of premiums ceded was caused by the reduction in premiums ceded for variable-rate reinsurance
contracts of Darwin that have swing-rated provisions and a reduction in the cession percentage on our general
property quota share reinsurance treaty from 55% to 40%, partially offset by the additional cost of the property
catastrophe reinsurance treaty. The total ceded premiums written for the property catastrophe reinsurance treaty was
$26.1 million, of which $5.8 million was allocated to the U.S. insurance segment.

Net premiums earned increased $51.5 million, or 40.1%, due to the inclusion of earned premiums from
Darwin, including the $5.2 million reduction in premiums ceded for variable-rated reinsurance contracts of Darwin
that have swing-rated provisions, that were fully earned.

Other Income. The other income of $0.7 million for the year ended December 31, 2008 represents fee
income from the program administrator and wholesale brokerage operation acquired as a part of our acquisition of
Darwin.

Net losses and loss expenses. Net losses and loss expenses increased by $50.3 million, or 94.7%, for the year
ended December 31, 2008 compared to the year ended December 31, 2007. The increase in net losses and loss
expenses was primarily the result of net losses from Hurricane Gustav of $3.4 million and from Hurricane Ike of
$15.0 million, and the inclusion of net losses and loss expenses from Darwin.
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Overall, our U.S. insurance segment recognized net favorable reserve development of $36.4 million during the

year ended December 31, 2008 compared to net favorable reserve development of $39.6 million for the year ended
December 31, 2007. The $36.4 million of net favorable reserve development included the following:

« Net favorable reserve development of $27.9 million recognized was primarily the result of the general
casualty, healthcare and general property lines of business actual loss emergence being lower than the initial
expected loss emergence for the 2002 through 2007 loss years.

+ Net favorable reserve development of $11.3 million recognized related to Darwin’s business, which
primarily related to the 2006 and 2007 loss years.

The $39.6 million of net favorable reserve development recognized during the year ended December 31, 2007
was attributable to several factors, including:

+ Net favorable reserve development of $28.0 million recognized was primarily the result of the general
casualty and healthcare lines of business actual loss emergence being lower than the initial expected loss
emergence for the 2002 through 2004 loss years.

+ Net favorable reserve development of $14.1 million recognized was primarily the result of the general
property line of business actual loss emergence being lower than the initial expected loss emergence for the
2002, 2003, 2005 and 2006 loss years.

« Net unfavorable reserve development of $5.3 million recognized due to higher than anticipated loss
emergence in our general property line of business for the 2004 loss year.

The loss and loss expense ratio for the year ended December 31, 2008 was 57.5% compared to 41.4% for the
year ended December 31, 2007. Net favorable reserve development recognized in the year ended December 31,
2008 reduced the loss and loss expense ratio by 20.2 percentage points. In addition, the $5.2 million reduction in
premiums ceded for the variable-rated reinsurance contracts of Darwin that have swing-rated provisions reduced the
loss and loss expense ratio by 2.4 percentage points. Thus, the loss and loss expense ratio related to the current loss
year was 80.1%. In comparison, net favorable reserve development recognized in the year ended December 31,
2007 decreased the loss and loss expense ratio by 30.9 percentage points. Thus, the loss and loss expense ratio for
that loss year was 72.3%. The increase in the loss and loss expense ratio for the current loss year was primarily due
to losses incurred related to Hurricanes Gustav and Ike, which contributed 10.4 percentage points to the current loss
year’s loss and loss expense ratio of 80.1%.

Net paid losses for the year ended December 31, 2008 and 2007 were $70.7 million and $39.2 million,
respectively. The increase was due to higher net paid losses for the casualty lines of business and net paid losses on
catastrophes incurred in 2008, partially offset by lower net paid losses related to the 2004 and 2005 windstorms.
During the year ended December 31, 2008, approximately $3.3 million of net losses were paid in relation to the
2004 and 2005 windstorms compared to approximately $11.4 million during the year ended December 31, 2007.
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The table below is a reconciliation of the beginning and ending reserves for losses and loss expenses for the
years ended December 31, 2008 and 2007. Losses incurred and paid are reflected net of reinsurance recoverable.

Year Ended
December 31,
2008 2007
($ in millions)
Net reserves for losses and loss expenses, January 1 ..................... $ 4712 $4573
Acquisition of net reserve for losses and loss expenses . ................ 315.5 —
Incurred related to:
Current period non-catastrophe . . . ...... ... .. o i 1214 92.7
Current period property catastrophe ............ ... ... ... o L 18.4 —
Prior period non-catastrophe . . . ......... ... . i i (39.2) (36.8)
Prior period property catastrophe . ............ .. ... ... . i, 2.8 (2.8)
Total incurred. . ... ... $ 1034 § 53.1
Paid related to:
Current period non-catastrophe . . . .......... .. .. ...l 4.7 1.6
Current period property catastrophe . ......... ... .. ... . o L 0.5 —
Prior period non-catastrophe . . .. ...... ... .. . 62.2 26.2
Prior period property catastrophe . .......... ... .. ... i 3.3 11.4
Total PAIA. . . ot oot e e e e $ 707 $ 392
Foreign exchange revaluation . . . .............. ... ... ... .. ... . ... — —
Net reserve for losses and loss expenses, December 31 ................... 8194 471.2
Losses and loss expenses recoverable . .. ............. ... .. .......... 309.1 52.3
Reserve for losses and loss expenses, December 31...................... $1,128.5 $523.5

The acquisition of net reserve for losses and loss expenses represents the reserves acquired as part of the
Darwin acquisition. The $315.5 million represents the reserves acquired after the elimination of any reinsurance
recoverables that Darwin purchased from us prior to the acquisition.

Acquisition costs. Acquisition costs increased by $6.4 million, or 56.1%, for the year ended December 31,
2008 compared to the year ended December 31, 2007. The increase was primarily due to the inclusion of acquisition
costs from Darwin. The acquisition cost ratio increased to 9.9% for the year ended December 31, 2008 from 8.9%
for the same period in 2007. The acquisition costs were higher due to Darwin and our other U.S. offices writing
more admitted business, which carries a higher premium tax than non-admitted business.

General and administrative expenses. General and administrative expenses increased by $37.1 million, or
124.9%, for the year ended December 31, 2008 compared to the year ended December 31, 2007. The increase in
general and administrative expenses was attributable to increased salary and employee welfare costs (including a
one-time expense of $3.3 million for the reimbursement of forfeited stock compensation and signing bonuses for
new executives hired as a result of the continued expansion of our U.S. operations), increased building-related costs,
increased professional fees, higher costs associated with information technology and the inclusion of general and
administrative expenses from Darwin. The increase in the general and administrative expense ratio from 23.1% for
the year ended December 31, 2007 to 37.1% for the same period in 2008 was primarily a result of the factors
discussed above.
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International Insurance Segment

The following table summarizes the underwriting results and associated ratios for the international insurance

segment for the years ended December 31, 2009, 2008 and 2007.

Revenues

Gross premiums WD . ... ..ottt
Net premiums WIitten . . ... oot vttt
Net premiums earned .. .........tintntit i
Expenses

Net 1osses and 10SS EXPENSES . . o v v v vv v it emie e
ACQUISTHION COSES. .« oottt
General and administrative €Xpenses . . .. .....ooveenneenne. s
Underwriting inCome. . . ... oot v et i
Ratios

Loss and loss expense 1atio . . .. ...t
Acquisition cost ratio .. ... ..
General and administrative expense ratio . . ... ... .ot
EXpense ratio . .. ...t
Combined TAO . + .+ v e i e e

Comparison of Years ended December 31, 2009 and 2008

Year Ended December 31,

2009 2008 2007
($ in millions)
$555.9 $695.5 $776.7
362.9 465.9 494.0
413.2 472.6 527.7
158.1 288.6 328.4
2.7 3.8 5.8
84.4 75.5 72.8
168.0 104.7 120.7
383% 61.1% 62.2%
0.7% 0.8% 1.1%
20.4% 16.0% 13.8%
21.1% 16.8% 14.9%
59.4% 77.9% 77.1%

Premiums. Gross premiums written decreased by $139.6 million, or 20.1%, for the year ended December 31,
2009 compared to the same period in 2008. The decrease in gross premiums written was due to the continued trend
of the non-renewal of business (primarily property and energy business) that did not meet our underwriting
requirements (which included inadequate pricing and/or policy terms and conditions) and increased competition in
our international insurance segment. Gross premiums written decreased by $56.2 million and $37.6 million in our
general property and energy lines of business, respectively, as a result of pricing that did not meet our underwriting
requirements and the non-renewal of 90 out of 116 energy accounts. Also causing lower gross premiums written
was a reduction of $27.1 million in professional liability business related to the financial services industry where we
believe the rates were not sufficient for the risks given the ongoing market turmoil within that industry.

The table below illustrates our gross premiums written by line of business for the years ended December 31,

2009 and 2008.

Year Ended
December 31, Dollar Percentage
2009 2008 Change Change
($ in millions)
Professional liability . . .. ... i $180.6 $216.8 % (36.2) (16.7Y%
General casualty . . .. ... ..o 147.1 161.2 (14.1) 8.7
General Property. . . . .o oo v ei e 153.3 209.2 (55.9) (26.7)
Healthcare . ... ottt i 56.5 52.0 4.5 8.7
BOeIgY . oot ot 18.4 56.0 (37.6) (67.1)
Other . .o e e — 0.3 (0.3) (100.0)
$555.9 $695.5  $(139.6) (20.1)%

Net premiums written decreased $103.0 million, or 22.1%, for the year ended December 31, 2009 compared to
the year ended December 31, 2008. The decrease in net premiums written was primarily due to the decrease in gross
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premiums written. We ceded to reinsurers 34.7% of gross premiums written for the year ended December 31, 2009
compared to 33.0% for the year ended December 31, 2008. The increase is primarily due to increased cessions on
our general casualty and professional liability lines of business. Net premiums earned decreased $59.4 million, or
12.6%.

Net losses and loss expenses. Net losses and loss expenses decreased by $130.5 million, or 45.2%, for the
year ended December 31, 2009 compared to the year ended December 31, 2008. The decrease in net losses and loss
expenses was primarily due to lower storm activity and fewer incidences of large individual property losses similar
to those incurred during the year ended December 31, 2008 partially offset by lower net favorable reserve
development recognized. During the year ended December 31, 2008 we experienced higher than expected loss
activity, which included net losses and loss expenses of $6.0 million from flooding in the U.S. Midwest,
$27.2 million from a gas pipeline explosion in Australia, $10.7 million from Hurricane Gustav and $45.0 million
from Hurricane Ike. Overall, our international insurance segment recorded net favorable reserve development of
$139.4 million during the year ended December 31, 2009 compared to net favorable reserve development of
$168.6 million for the year ended December 31, 2008.

The $139.4 million of net favorable reserve development recognized during the year ended December 31, 2009
included the following:

¢ Net favorable reserve development of $128.5 million due to actual loss emergence being lower than the
expected loss emergence primarily for the general casualty line of business for the 2002 through 2005 loss
years, the professional liability line of business for the 2004 and 2005 loss years and the healthcare line of
business for the 2002 through 2005 loss years.

e Net favorable reserve development of $18.6 million related to the general property line of business, which
consisted of $28.7 million of net favorable reserve development due to actual loss emergence being lower
than the expected loss emergence for the 2002 through 2007 loss years and net unfavorable reserve
development of $10.1 million due to higher than expected reported losses for the 2008 loss year.

+ Net unfavorable reserve development of $7.7 million related to the energy line of business, which consisted
of $10.9 million of net unfavorable reserve development due to higher than expected reported losses for the
2005, 2007 and 2008 loss years and net favorable development of $3.2 million due to actual loss emergence
being lower than the expected loss emergence for the 2002 through 2004 and 2006 loss years.

Net favorable reserve development of $168.6 million recognized during the year ended December 31, 2008
included the following:

* Favorable non-catastrophe reserve development of $151.1 million related to low loss emergence in our
general casualty and healthcare lines of business for the 2002 through 2005 loss years and our professional
liability line of business for the 2003 and 2004 loss years.

* Unfavorable non-catastrophe reserve development of $30.6 million due to higher than anticipated loss
emergence in our professional liability line of business for the 2002 and 2006 loss years.

* Net favorable non-catastrophe property reserve development of $27.9 million was recognized primarily as a
result of low loss emergence in our general property and energy lines of business for the 2002 through 2007
loss years.

* We recognized net favorable catastrophe reserve development of $20.2 million related to the 2004 and 2005
windstorms due to lower than anticipated loss activity during the past year.

The loss and loss expense ratio for the year ended December 31, 2009 was 38.3%, compared to 61.1% for the
year ended December 31, 2008. The net favorable reserve development recognized during the year ended
December 31, 2009 decreased the loss and loss expense ratio by 33.8 percentage points. Thus, the loss and loss
expense ratio related to the current loss year was 72.1%. Comparatively, the net favorable reserve development
recognized during the year ended December 31, 2008 decreased the loss and loss expense ratio by 35.7 percentage
points. Thus, the loss and loss expense ratio related to that period’s business was 96.8%. The decrease in the loss and
loss expense ratio for the current loss year was primarily due to net incurred losses of $88.9 million related to
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flooding in the U.S. Midwest, a gas pipeline explosion in Australia and Hurricanes Gustav and Ike which occurred
during the year ended December 31, 2008.

Net paid losses for the years ended December 31, 2009 and 2008 were $172.4 million and $245.0 million,
respectively. The decrease in net paid losses was primarily due to lower net paid losses in our general casualty line of
business.

The table below is a reconciliation of the beginning and ending reserves for losses and loss expenses for the
year ended December 31, 2009 and 2008. Losses incurred and paid are reflected net of reinsurance recoverables.

Year Ended
December 31,
2009 2008
($ in millions)
Net reserves for losses and loss expenses, January 1.................... $1,797.0  $1,767.7
Incurred related to:
Current period non-catastrophe . ............. .. .. i 297.5 368.3
Current period catastrophe . ... ... — 88.9
Prior period non-catastrophe . ......... ... . . i (136.5) (148.4)
Prior period catastrophe . . .. ..ot 2.9 (20.2)
Total INCUITEA . . o o vttt e e et e e e e s $ 158.1 $ 288.6
Paid related to:
Current period non-catastrophe . ............c. .. i 16.1 26.8
Current period catastrophe . . ... .. ... — 20.6
Prior period non-catastrophe .. ..... ... ... . i 119.0 186.5
Prior period catastrophe. . ... ... ...l 37.3 11.1
Total Paid . ..ot $ 1724 $ 2450
Foreign exchange revaluation . ...............ooiniii e, 74 (14.3)
Net reserve for losses and loss expenses, December 31.................. 1,790.1 1,797.0
Losses and loss expenses recoverable. . . ....... .. ... .. . 566.3 576.0
Reserve for losses and loss expenses, December 31 . ................... $2.,356.4  $2,373.0

Acquisition costs.  Acquisition costs decreased $1.1 million for the year ended December 31, 2009 compared
to the year ended December 31, 2008. The acquisition cost ratio decreased slightly from 0.8% for the year ended
December 31, 2008 to 0.7% for the year ended December 31, 2009.

General and administrative expenses. General and administrative expenses increased $8.9 million, or
11.8%, for the year ended December 31, 2009 compared to the year ended December 31, 2008. The increase
in general and administrative expenses was primarily due to an increase in salary and related costs included stock-
based compensation. The general and administrative expense ratios for the years ended December 31, 2009 and
2008 were 20.4% and 16.0%, respectively, due to higher general and administrative expense and lower net
premiums earned.

Comparison of Years Ended December 31, 2008 and 2007

Premiums. Gross premiums written decreased $81.2 million, or 10.5%, for the year ended December 31,
2008 compared to the same period in 2007. This decrease was due to the non-renewal of business that did not meet
our underwriting requirements (which included inadequate pricing and/or policy terms and conditions), increased
competition and decreasing rates for renewal business. This included a reduction in gross premiums written in our
energy line of business by $40.1 million, or 41.7%, and a reduction in the amount of gross premiums written for
certain energy classes within our general casualty line of business by $9.9 million in response to deteriorating
market conditions.
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The table below illustrates our gross premiums written by line of business for the years ended December 31,
2008 and 2007.

Year Ended
__December 31, Dollar Percentage
2008 2007 Change Change
($ in millions)
Professional liability. . ....... ... ... ... ... ... ..., $216.8 $199.6 $17.2 8.6%
General property . .........c.iiii 209.2 234.2 25.0) (10.7)
General casualty. . ... ..... ... ... ... i, 161.2 198.4 (37.2) (18.8)
Energy. ... 56.0 96.1 (40.1) 41.7)
Healthcare . ........... . ... . . . i 52.0 47.0 5.0 10.6
Other. . . 0.3 1.4 (1.1) (78.6)

$695.5  $776.7  $(81.2) (10.5)%

Net premiums written decreased by $28.1 million, or 5.7%, for the year ended December 31, 2008 compared to
the year ended December 31, 2007. The decrease in net premiums written was due to lower gross premiums written
partially offset by a decrease in reinsurance purchased during the year ended December 31, 2008 compared to
December 31, 2007. We ceded 33.0% of gross premiums written for the year ended December 31, 2008 compared to
36.4% for the year ended December 31, 2007. During 2008, we reduced the cession percentage on our general
property quota reinsurance treaty from 55% to 40% and also did not renew our energy quota share treaty, which
expired June 1, 2007. These reductions were partially offset by additional reinsurance purchased, which was as
follows:

* We increased the percentage ceded on our general casualty business and healthcare business on a variable
quota share basis.

* We renewed our property catastrophe reinsurance treaty, which resulted in ceded written premiums of
$26.1 million, of which $20.3 million was allocated to the international insurance segment. The cost of the
property catastrophe reinsurance treaty was higher than the expiring treaty by approximately $7.0 million.
The increased cost of the property catastrophe reinsurance treaty was principally due to the renewed treaty
expanding earthquake coverage in the United States and increased exposure due to changes in our general
property quota share reinsurance treaty.

* Our international property catastrophe treaty was cancelled and rewritten effective May 1, 2008. This treaty
covers worldwide losses, excluding the United States and Canada. The total ceded premiums written for the
international property catastrophe treaty was $2.0 million for the year ended December 31, 2008 compared
to $1.6 million for the year ended December 31, 2007.

* We purchased an excess-of-loss reinsurance treaty for our general property line of business with a limit of
$15 million excess of $10 million or €10 million excess of €10 million. The total ceded premiums written for
the excess-of-loss reinsurance treaty was $3.4 million. There was no excess-of-loss reinsurance treaty in
place during the year ended December 31, 2007.

Net premiums earned decreased by $55.1 million, or 10.4%, due to lower net premiums written.

Net losses and loss expenses. Net losses and loss expenses decreased by $39.8 million, or 12.1%, for the year
ended December 31, 2008 compared to the year ended December 31, 2007. The decrease in net losses and loss
expenses was primarily due to higher net favorable reserve development recognized partially offset by increased
storm activity during 2008. Overall, our international insurance segment recorded net favorable reserve devel-
opment of $168.6 million during the year ended December 31, 2008 compared to net favorable reserve development
of $76.4 million for the year ended December 31, 2007. Loss activity related to the current period’s business
included estimated losses and loss expenses of $6.0 million for flooding in the U.S. Midwest, $27.2 million for a gas
pipeline explosion in Australia, $10.7 million for Hurricane Gustav and $45.0 million for Hurricane Ike.

102



The net favorable reserve development of $168.6 million for the year ended December 31, 2008 included the
following:

« Favorable non-catastrophe reserve development of $151.1 million related to low loss emergence in our
general casualty and healthcare lines of business for the 2002 through 2005 loss years and our professional
liability line of business for the 2003 and 2004 loss years.

« Unfavorable non-catastrophe reserve development of $30.6 million due to higher than anticipated loss
emergence in our professional liability line of business for the 2002 and 2006 loss years.

« Net favorable non-catastrophe property reserve development of $27.9 million was recognized primarily as a
result of low loss emergence in our general property and energy lines of business for the 2002 through 2007
loss years.

+ We recognized net favorable catastrophe reserve development of $20.2 million related to the 2004 and 2005
windstorms due to lower than anticipated loss activity during the past year.

The net favorable reserve development of $76.4 million for the year ended December 31, 2007 included the
following:

e Net favorable non-catastrophe reserve development of $114.9 million primarily related to low loss
emergence in our healthcare line of business for the 2002 through 2004 and 2006 loss years, professional
liability line of business for the 2003 and 2004 loss years and general casualty line of business for the 2004
loss year.

« Net unfavorable non-catastrophe reserve development of $72.2 million primarily due to higher than
anticipated loss emergence in our general casualty line of business for the 2003 and 2005 loss years
and in our professional liability line of business for the 2002 loss year.

« Net favorable non-catastrophe property reserve development of $1.3 million consisted of $13.1 million in
net favorable reserve development that was primarily the result of our general property and energy lines of
business actual loss emergence being lower than the initial expected loss emergence for the 2002 through
2004 and 2006 loss years, partially offset by net unfavorable reserve development of $11.8 million that was
primarily the result of increased loss activity for our general property and energy lines of business for the
2005 loss year.

« Net favorable catastrophe reserve development of $32.4 million was recognized related to the 2004 and 2005
windstorms due to less than anticipated reported loss activity over the 12 months prior to December 31,
2007.

The loss and loss expense ratio for the year ended December 31, 2008 was 61.1% compared to 62.2% for the
year ended December 31, 2007. The net favorable reserve development recognized during the year ended
December 31, 2008 decreased the loss and loss expense ratio by 35.7 percentage points. Thus, the loss and loss
expense ratio related to the current loss year was 96.8%. Comparatively, the net favorable reserve development
recognized during the year ended December 31, 2007 decreased the loss and loss expense ratio by 14.5 percentage
points. Thus, the loss and loss expense ratio related to that loss year was 76.7%. The increase in the loss and loss
expense ratio for the current loss year was due to increased catastrophes in 2008 as well as lower rates on renewal
policies. During the year ended December 31, 2008, we had exposure to a number of property losses, which
included fires, tornadoes, hail storms and floods in various regions of the United States and in other parts of the
world, a gas pipeline explosion in Australia, Hurricanes Gustav and Ike as well as other loss activity in our general
property and energy lines of business for the 2008 loss year. The total net losses and loss expenses incurred of
$88.9 million related to the flooding in the U.S. Midwest, a gas pipeline explosion in Australia and Hurricanes
Gustav and Ike contributed 18.8 percentage points to the current loss year’s loss and loss expense ratio of 96.8%.

Net paid losses for the year ended December 31, 2008 and 2007 were $245.0 million and $223.2 million,
respectively. The increase in net paid losses was due to several large casualty claims being paid during the year
ended December 31, 2008 compared to the year ended December 31, 2007 and net paid losses on catastrophes
incurred in 2008 partially offset by lower net paid losses related to the 2004 and 2005 windstorms. During the year
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ended December 31, 2008, approximately $11.1 million of net losses were paid in relation to the 2004 and 2005
windstorms compared to approximately $57.0 million during the year ended December 31, 2007. The increase also
reflects the maturation of our longer tailed casualty business.

The table below is a reconciliation of the beginning and ending reserves for losses and loss expenses for the
years ended December 31, 2008 and 2007. Losses incurred and paid are reflected net of reinsurance recoverable.

Year Ended
December 31,
2008 2007
($ in millions)
Net reserves for losses and loss expenses, January 1.................... $1,767.7  $1,657.8
Incurred related to:
Current period non-catastrophe . .......... ... .. ... .. .. . .. ... 368.3 404.7
Current period property catastrophe . . ........... ... ... ... ... ... 88.9 —
Prior period non-catastrophe . ............... ... ... .. (148.4) (43.9)
Prior period property catastrophe . . . ......... .. (20.2) (32.4)
Total incurred . . ... oo $ 2886 § 3284
Paid related to:
Current period non-catastrophe . .............. ... ... .. .. ... ..., 26.8 19.1
Current period property catastrophe . .. .............. ... .......... 20.6 —
Prior period non-catastrophe . ......... ... .. ... . ... . ... ... 186.5 147.1
Prior period property catastrophe . . . ...... ... ... . . 11.1 57.0
Total paid . ... oo $ 2450 $ 2232
Foreign exchange revaluation ............ ... ... .. ... ... . ....... (14.3) 4.7
Net reserve for losses and loss expenses, December 31.................. 1,797.0 1,767.7
Losses and loss expenses recoverable. . . ............................ 576.0 612.3
Reserve for losses and loss expenses, December 31 .................... $2,373.0  $2,380.0

Acquisition costs. Acquisition costs decreased by $2.0 million, or 34.5%, for the year ended December 31,
2008 compared to the year ended December 31, 2007. This decrease was primarily related to lower gross premiums
written and an increase in ceding commission income with the increase in casualty reinsurance purchased. The
decrease in the acquisition cost ratio from 1.1% for the year ended December 31, 2007 to 0.8% for the year ended
December 31, 2008 was primarily due to the increased ceding commission income received.

General and administrative expenses. General and administrative expenses increased $2.7 million, or 3.7%,
for the year ended December 31, 2008 compared to the year ended December 31, 2007. The increase in general and
administrative expenses was attributable to increased salary and related costs, increased building-related costs,
increased professional fees and higher costs associated with information technology. The 2.2 percentage point
increase in the general and administrative expense ratio from 13.8% for the year ended December 31, 2007 to 16.0%
for the same period in 2008 was primarily a result of the factors discussed above, while net premiums earned
declined.
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Reinsurance Segment

The following table summarizes the underwriting results and associated ratios for the reinsurance segment for
the years ended December 31, 2009, 2008 and 2007.
Year Ended December 31,
2009 2008 2007
($ in millions)

Revenues

Gross Premitms WITHEI . . . . ..o v vt e e ettt e e e $465.6  $430.1  $536.1
Net premiums WIEI . .. oo oottt e e 465.2 428.4 535.9
Net premiums €arned. . .. ..ot n i 456.2 464.5 504.0
Expenses

Net losses and 10SS EXPENSES . . o oo vv v vvv e vme e 234.6 249.1 300.9
ACGUISTHON COSLS + .+« . v vt e et e e e e e 88.0 91.0 101.8
General and adminiStrative €Xpenses . ... .......oee et s 48.4 43.5 39.1
Underwriting inCome . . . .« oottt 85.2 80.9 62.2
Ratios

Loss and 10ss EXPENse TathO . . .. oot vve vt e 51.4%  53.6%  59.7%
ACQUISIHION COSE TAtIO. . o o vttt 19.3% 19.6% 20.2%
General and administrative eXpense ratio . .. ... vt 10.6% 9.4% 7.8%
EXPENSE TALO . o o\ o v vt e et et 299%  29.0%  28.0%
Combined TALIO - .« o oottt e e e 813% 82.6% 81.7%

Comparison of Years ended December 31, 2009 and 2008

Premiums. Gross premiums written increased by $35.5 million, or 8.3%, for the year ended December 31,
2009 compared to the same period in 2008. The increase in gross premiums written was primarily due to new
business written particularly in our U.S. and Swiss reinsurance operations and lower net downward adjustments on
estimated premiums. Downward adjustments on estimated premiums were lower by $13.6 million during the year
ended December 31, 2009 compared to the year ended December 31, 2008. We recognized net downward
adjustments of $5.9 million during the year ended December 31, 2009 compared to net downward adjustments of
$19.5 million during the year ended December 31, 2008.

During the year ended December 31, 2009, our Bermuda, U.S. and Swiss reinsurance operations had gross
premiums written of $192.3 million, $255.1 million and $18.2 million, respectively. During the year ended
December 31, 2008, our Bermuda, U.S. and Swiss reinsurance operations had gross premiums written of
$322.1 million, $107.7 million and $0.3 million, respectively. Our Swiss reinsurance operations, which commenced
business in October 2008, renewed contracts previously written in Bermuda of $14.2 million during the year ended
December 31, 2009. Our U.S. reinsurance operations, which commenced business in April 2008, renewed contracts
previously written in Bermuda of $105.5 million during the year ended December 31, 2009.
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The table below illustrates our gross premiums written by line of business for the year ended December 31,
2009 and 2008.

Year Ended
__December 31, Dollar Percentage
2009 2008 Change Change
($ in millions)
Genperal casualty reinsurance. ... ................... $138.5 $108.8 §29.7 27.3%
Property reinsurance. . . ........... .. ... ... . ... .. 100.5 77.3 23.2 30.0
Professional liability reinsurance. ................... 102.8 131.1 (28.3) (21.6)
International reinsurance. . . ....................... 84.2 77.8 6.4 8.2
Facultative reinsurance . . .. ....................... 16.1 23.7 (7.6) (32.1)
Specialty reinsurance .. .......... ... ... 23.5 11.4 12.1 106.1
$465.6  $430.1 $35.5 8.3%

For the year ended December 31, 2009, the specialty reinsurance line of business includes the workers
compensation catastrophe reinsurance and accident and health reinsurance. For the year ended December 31, 2008,
the specialty reinsurance line of business includes only accident and health reinsurance. The workers compensation
catastrophe reinsurance gross premiums written are included in the general casualty reinsurance line of business for
the year ended December 31, 2008.

Net premiums written increased by $36.8 million, or 8.6%, which is consistent with the increase in gross
premiums written. Net premiums earned decreased $8.3 million, or 1.8%. Premiums related to our reinsurance
business earn at a slower rate than those related to our direct insurance business. Direct insurance premiums
typically earn ratably over the term of a policy. Reinsurance premiums under a quota share reinsurance contract are
typically earned over the same period as the underlying policies, or risks, covered by the contract. As a result, the
earning pattern of a quota share reinsurance contract may extend up to 24 months, reflecting the inception dates of
the underlying policies. Property catastrophe premiums and premiums for other treaties written on a losses
occurring basis earn ratably over the term of the reinsurance contract.

Net losses and loss expenses. Net losses and loss expenses decreased by $14.5 million, or 5.8%, for the year
ended December 31, 2009 compared to the year ended December 31, 2008. The decrease in net losses and loss
expenses was primarily due to lower storm activity compared to the year ended December 31, 2008, which included
Hurricanes Gustav and Ike, partially offset by lower net favorable reserve development. Overall, our reinsurance
segment recorded net favorable reserve development of $38.1 million and $75.1 million during the years ended
December 31, 2009 and 2008, respectively.

The net favorable reserve development of $38.1 million for the year ended December 31, 2009 included the
following:

* Net favorable reserve development of $49.9 million for our professional liability reinsurance, general
casualty reinsurance, facultative reinsurance and accident and health reinsurance lines of business. The net
favorable reserve development for these lines of business was primarily the result of actual loss emergence
being lower than the expected loss emergence for the 2002 through 2006 loss years.

* Net favorable reserve development of $7.9 million for our property reinsurance line of business primarily
due to actual emergence being lower than the expected loss emergence for the 2007 and 2008 loss years.

* Net unfavorable reserve development of $11.6 million for our professional liability reinsurance line of
business was primarily the result of actual loss emergence being higher than the expected loss emergence
driven by loss activity related to the market turmoil for the 2007 and 2008 loss years.

* Net unfavorable reserve development of $8.1 million for our international reinsurance line of business was
primarily the result of actual loss emergence being higher than the expected loss emergence driven by loss
activity related to the market turmoil for the 2007 and 2008 loss years partially offset by favorable
development in our international property catastrophe line of business for the 2007 and 2008 loss years.
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The net favorable reserve development of $75.1 million for the year ended December 31, 2008 included the
following:

« Net favorable reserve development of $25.7 million for our professional liability reinsurance, general
casualty reinsurance, accident and health reinsurance and facultative reinsurance lines of business. The net
favorable reserve development for these lines of business was primarily the result of actual loss emergence
being lower than the initial expected loss emergence for the 2003 through 2005 loss years.

o Net favorable reserve development of $33.3 million, excluding the 2004 and 2005 windstorms, for our
property reinsurance and international reinsurance lines of business was primarily the result of actual loss
emergence being lower than the initial expected loss emergence for the 2002 through 2007 loss years.

 We recognized net favorable development of $16.1 million related to the 2004 and 2005 windstorms.

The loss and loss expense ratio for the year ended December 31, 2009 was 51.4%, compared to 53.6% for the
year ended December 31, 2008. Net favorable reserve development recognized during the year ended December 31,
2009 reduced the loss and loss expense ratio by 8.4 percentage points. Thus, the loss and loss expense ratio related to
the current loss year was 59.8%. In comparison, net favorable reserve development recognized in the year ended
December 31, 2008 reduced the loss and loss expense ratio by 16.2 percentage points. Thus, the loss and loss
expense ratio related to that loss year was 69.8%. The decrease in the loss and loss expense ratio for the current loss
year was primarily due to net incurred losses of $1.6 million for the floods in the U.S. Midwest and $39.2 million
related to Hurricanes Gustav and Ike that occurred during the year ended December 31, 2008.

Net paid losses were $156.9 million for the year ended December 31, 2009 compared to $158.6 million for the
year ended December 31, 2008.

The table below is a reconciliation of the beginning and ending reserves for losses and loss expenses for the
year ended December 31, 2009 and 2008. Losses incurred and paid are reflected net of reinsurance recoverables.

Year Ended
December 31,
2009 2008
($ in millions)
Net reserves for losses and loss expenses, January 1. ................... $1,072.1  $§ 9982
Acquisition of net reserve for losses and loss expenses . .. ............. — (16.6)
Incurred related to:
Current period non-catastrophe . ............. . ... i 272.7 283.4
‘Current period property catastrophe . .. .......... i — 40.8
Prior period non-catastrophe . ........ .. . i 40.2) (59.0)
Prior period property catastrophe . ........ ... ... 2.1 (16.1)
Total INCUITEA .« « « & o e e e e e e e e e e e e $ 2346 $ 249.1
Paid related to:
Current period non-catastrophe . .............ooiiiiiii 14.1 9.5
Current period property catastrophe . .. .. ... — 17.0
Prior period non-catastrophie .. ........ .. 125.2 106.9
Prior period property catastrophe ... ....... .. ... .o 17.6 25.2
TOAl PAIA .+ . v v v v v ee et e $ 1569 § 158.6
Net reserve for losses and loss expenses, December 31.................. 1,149.8 1,072.1
Losses and loss expenses recoverable. . ........ ... o i 1.9 3.2
Reserve for losses and loss expenses, December 31 .. .................. $1,151.7  $1,075.3

The acquisition of net reserve for losses and loss expenses represents the elimination of the reserve for losses
and loss expenses assumed from Darwin prior to the acquisition.
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Acquisition costs. Acquisition costs decreased by $3.0 million, or 3.3%, for the year ended December 31,
2009 compared to the year ended December 31, 2008 primarily as a result of lower net premiums earned. The
acquisition cost ratio was 19.3% for the year ended December 31, 2009, slightly lower than the 19.6% for the year
ended December 31, 2008.

General and administrative expenses. General and administrative expenses increased $4.9 million, or
11.3%, for the year ended December 31, 2009 compared to the year ended December 31, 2008. The increase
in general and administrative expenses was primarily due to an increase in salary and related costs included stock-
based compensation. The 1.2 percentage point increase in the general and administrative expense ratio from 9.4%
for the year ended December 31, 2008 to 10.6% for the year ended December 31, 2009 was due to higher general
and administrative expense and lower net premiums earned.

Comparison of Years Ended December 31, 2008 and 2007

Premiums. Gross premiums written decreased $106.0 million, or 19.8%, for the year ended December 31,
2008 compared to the same period in 2007. The decrease in gross premiums written was primarily due to the non-
renewal of business that did not meet our underwriting requirements (which included inadequate pricing and/or
contract terms and conditions), increased competition, decreasing rates for renewal business and net downward
adjustments on estimated premiums. This included the non-renewal of certain reinsurance treaties by our Bermuda
office of $134.2 million, partially offset by new business. Adjustments on estimated premiums were lower by
approximately $33.7 million during the year ended December 31, 2008 compared to the year ended December 31,
2007. We recognized net downward adjustments of $19.5 million during the year ended December 31, 2008
compared to net upward adjustments of $14.2 million during the year ended December 31, 2007. We also recorded
$2.9 million in reinstatement premiums for Hurricane Ike.

During the year ended December 31, 2008, our Bermuda, U.S. and Switzerland reinsurance operations wrote
gross premiums written of $322.1 million, $107.7 and $0.3 million, respectively. Our Swiss office commenced
operations in December 2008. The gross premiums written by our U.S. reinsurance operations, which commenced
business in April 2008, included the renewal of certain treaties previously written in Bermuda of $64.4 million.

The table below illustrates our gross premiums written by line of business for the years ended December 31,
2008 and 2007:

Year Ended
__December 31, Dollar Percentage
2008 2007 Change Change
($ in millions)
Professional liability reinsurance . .. . ............... $131.1  $210.9 $ (79.8) (37.8)%
General casualty reinsurance . . .. .................. 108.8 126.5 17.7) (14.0)
International reinsurance . . .. ..................... 77.8 73.9 3.9 5.3
Property reinsurance . . . ............ ..., 77.3 83.7 (6.4) (7.6)
Facultative reinsurance ... ..................co.... 23.7 33.0 9.3) (28.2)
Other . ..o e 11.4 8.1 3.3 40.7

$430.1  $536.1  $(106.0) (19.8)%

Net premiums written decreased by $107.5 million, or 20.1%, for the year ended December 31, 2008 compared
to the year ended December 31, 2007, which was consistent with the decrease in gross premiums written. Net
premiums earned decreased $39.5 million, or 7.8%, as a result of lower net premiums written, including the
reduction in the amount of upward adjustments to premium estimates. Adjustments on estimated premiums also
impacted net premiums earned as they relate to prior year treaties that have already been fully or partially earned.

Net losses and loss expenses. Net losses and loss expenses decreased by $51.8 million, or 17.2%, for the year
ended December 31, 2008 compared to the year ended December 31, 2007. The decrease in net losses and loss
expenses was primarily due to higher net favorable reserve development recognized during the year ended
December 31, 2008 compared to the year ended December 31, 2007, partially offset by losses and loss expenses
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incurred of $39.2 million related to Hurricanes Gustav and Ike and $1.6 million related to the flooding in the
U.S. Midwest. Overall, our reinsurance segment recorded net favorable reserve development of $75.1 million
during the year ended December 31, 2008 compared to net favorable reserve development of $7.1 million for the
year ended December 31, 2007.

The net favorable reserve development of $75.1 million for the year ended December 31, 2008 included the
following:

« Net favorable reserve development of $25.7 million for our professional liability reinsurance, general
casualty reinsurance, accident and health reinsurance and facultative reinsurance lines of business. The net
favorable reserve development for these lines of business was primarily the result of actual loss emergence
being lower than the initial expected loss emergence for the 2003 through 2005 loss years.

« Net favorable reserve development of $33.3 million, excluding the 2004 and 2005 windstorms, for our
property reinsurance and international reinsurance lines of business was primarily the result of actual loss
emergence being lower than the initial expected loss emergence for the 2002 through 2007 loss years.

+ We recognized net favorable development of $16.1 million related to the 2004 and 2005 windstorms.

Comparatively, during the year ended December 31, 2007 we recognized $7.1 million in net favorable reserve
development, which was comprised of the following:

« Net favorable reserve development of $3.8 million related to the 2004 and 2005 windstorms.

+ Favorable reserve development of $3.3 million related to low loss emergence in our property and accident
and health reinsurance lines of business for the 2004 and 2005 loss years.

The loss and loss expense ratio for the year ended December 31, 2008 was 53.6% compared to 59.7% for the
year ended December 31, 2007. Net favorable reserve development recognized during the year ended December 31,
2008 reduced the loss and loss expense ratio by 16.2 percentage points. Thus, the loss and loss expense ratio related
to the current loss year was 69.8%. In comparison, net favorable reserve development recognized in the year ended
December 31, 2007 reduced the loss and loss expense ratio by 1.4 percentage points. Thus, the loss and loss expense
ratio related to that period’s loss year was 61.1%. The increase in the loss and loss expense ratio for the current loss
year was due to increased storm activity in 2008, which included net losses and loss expenses recognized of
$1.6 million for the floods in the U.S. Midwest and $39.2 million for Hurricanes Gustav and Ike.

Net paid losses were $158.6 million for the year ended December 31, 2008 compared to $135.5 million for the
year ended December 31, 2007. The increase in net paid losses was due to an increase in our non-catastrophe net
paid losses, particularly in the casualty reinsurance lines where the net losses paid increased by approximately
$28.1 million. The increase in net paid losses reflects the maturation of this longer tailed casualty business. This was
partially offset by lower net losses paid in relation to the 2004 and 2005 windstorms from $30.1 million for the year
ended December 31, 2007 to $25.2 million for the year ended December 31, 2008.
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The table below is a reconciliation of the beginning and ending reserves for losses and loss expenses for the
years ended December 31, 2008 and 2007. Losses incurred and paid are reflected net of reinsurance recoverable.

Year Ended
December 31,
2008 2007
($ in millions)
Net reserves for losses and loss expenses, January 1.................... $ 9982 $ 8328
Acquisition of net reserve for losses and loss expenses . . . ............. (16.6) —
Incurred related to:
Current period non-catastrophe . ............. ... ... ... 283.4 308.0
Current period property catastrophe . ... .......... ... 40.8 —
Prior period non-catastrophe . ........... .. ... .. ... .. . .. ... (59.0) 3.3)
Prior period property catastrophe . . ... ...... ... . . (16.1) (3.8)
Total incurred . ... ..o $ 249.1 $ 3009
Paid related to:
Current period non-catastrophe . .............. .. ..t 9.5 11.9
Current period property catastrophe ... .............. ... 17.0 —
Prior period non-catastrophe . ........... ... ... . . e 106.9 93.5
Prior period property catastrophe . . ........... ... ... 25.2 30.1
Total paid . .. ... .o $ 1586 $ 1355
Net reserve for losses and loss expenses, December 31.................. 1,072.1 998.2
Losses and loss expenses recoverable. . . ............ ... . ... . ... ... 3.2 18.2
Reserve for losses and loss expenses, December 31 ... ................. $1,0753  $1,016.4

The acquisition of net reserve for losses and loss expenses represents the elimination of the reserve for losses
and loss expenses assumed from Darwin prior to the acquisition.

Acquisition costs. Acquisition costs decreased by $10.8 million, or 10.6%, for the year ended December 31,
2008 compared to the year ended December 31, 2007 primarily as a result of the related decrease in net premiums
earned. The acquisition cost ratio of 19.6% for the year ended December 31, 2008 was in-line with the 20.2%
acquisition cost ratio for the year ended December 31, 2007.

General and administrative expenses. General and administrative expenses increased $4.4 million, or
11.3%, for the year ended December 31, 2008 compared to the year ended December 31, 2007. The increase
was primarily the result of a one-time expense of $1.2 million for the reimbursement of forfeited stock compen-
sation and signing bonuses for new executives hired as a result of the continued expansion of our U.S. operations,
increased salary and related costs, increased building-related costs, increased professional fees and higher costs
associated with information technology. The 1.6 percentage point increase in the general and administrative
expense ratio from 7.8% for the year ended December 31, 2007 to 9.4% for the year ended December 31, 2008 was
primarily a result of the factors discussed above, while net premiums earned decreased.

Liquidity and Capital Resources

General

As of December 31,2009, our shareholders’ equity was $3.2 billion, a 33.0% increase compared to $2.4 billion
as of December 31, 2008. The increase was primarily the result of net income for the year ended December 31, 2009
of $606.9 million and net unrealized gains on investments of $181.1 million.

Holdings is a holding company and transacts no business of its own. Cash flows to Holdings may comprise
dividends, advances and loans from its subsidiary companies. Holdings is therefore reliant on receiving dividends
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and other permitted distributions from its subsidiaries to make principal, interest and/or dividend payments on its
senior notes and common shares.

We believe our company'’s capital position continues to remain well within the range needed for our business
requirements and we have sufficient liquidity to fund our ongoing operations.

Restrictions and Specific Requirements

The jurisdictions in which our operating subsidiaries are licensed to write business impose regulations
requiring companies to maintain or meet various defined statutory ratios, including solvency and liquidity
requirements. Some jurisdictions also place restrictions on the declaration and payment of dividends and other
distributions.

The payment of dividends from Holdings’ Bermuda domiciled operating subsidiary is, under certain
circumstances, limited under Bermuda law, which requires our Bermuda operating subsidiary to maintain certain
measures of solvency and liquidity. Holdings’ U.S. domiciled operating subsidiaries are subject to significant
regulatory restrictions limiting their ability to declare and pay dividends. In particular, payments of dividends by
Allied World Assurance Company (U.S.) Inc., Allied World National Assurance Company, Allied World Rein-
surance Company, Darwin National Assurance Company, Darwin Select Insurance Company and Vantapro
Specialty Insurance Company are subject to restrictions on statutory surplus pursuant to the respective states in
which these insurance companies are domiciled. Each state requires prior regulatory approval of any payment of
extraordinary dividends. In addition, Allied World Assurance Company (Europe) Limited and Allied World
Assurance Company (Reinsurance) Limited are subject to significant regulatory restrictions limiting their ability to
declare and pay any dividends without the consent of the Irish Financial Services Regulatory Authority. We also
have insurance subsidiaries that are the parent company for other insurance subsidiaries, which means that
dividends and other distributions will be subject to multiple layers of regulations in order to dividend funds to
Holdings. The inability of the subsidiaries of Holdings to pay dividends and other permitted distributions could have
a material adverse effect on Holdings’ cash requirements and ability to make principal, interest and dividend
payments on its senior notes and common shares.

Holdings® operating subsidiary in Bermuda, Allied World Assurance Company, Ltd, is neither licensed nor
admitted as an insurer, nor is it accredited as a reinsurer, in any jurisdiction in the United States. As a result, it is
generally required to post collateral security with respect to any reinsurance liabilities it assumes from ceding
insurers domiciled in the United States in order for U.S. ceding companies to obtain credit on their U.S. statutory
financial statements with respect to insurance liabilities ceded to them. Under applicable statutory provisions, the
security arrangements may be in the form of letters of credit, reinsurance trusts maintained by trustees or funds-
withheld arrangements where assets are held by the ceding company.

Allied World Assurance Company, Ltd uses trust accounts primarily to meet security requirements for inter-
company and certain reinsurance transactions. We also have cash and cash equivalents and investments on deposit
with various state or government insurance departments or pledged in favor of ceding companies in order to comply
with relevant insurance regulations. In addition, Allied World Assurance Company, Ltd currently has access to up to
$1.7 billion in letters of credit under two letter of credit facilities, one with Citibank Europe plc and one with a
syndication of lenders described below. The credit facility with Citibank Europe plc was amended in December
2008 to provide us with greater flexibility in the types of securities that are eligible to be posted as collateral and to
increase the maximum aggregate amount available under the credit facility from $750 million to $900 million on an
uncommitted basis. These facilities are used to provide security to reinsureds and are collateralized by us, at least to
the extent of letters of credit outstanding at any given time. The letters of credit issued under the credit facility with
Citibank Europe plc are deemed to be automatically extended without amendment for twelve months from the
expiry date, or any future expiration date unless at least 30 days prior to any expiration date Citibank Europe plc
notifies us that they elect not to consider the letters of credit renewed for any such additional period. If Citibank
Europe plc no longer provides capacity under the credit facility it may limit our ability to meet our security
requirements and would require us to obtain other sources of security at terms that may not be favorable to us.

In November 2007, we entered into an $800 million five-year senior credit facility (the “Credit Facility”) with
a syndication of lenders. The Credit Facility consists of a $400 million secured letter of credit facility for the
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issuance of standby letters of credit (the “Secured Facility”’) and a $400 million unsecured facility for the making of
revolving loans and for the issuance of standby letters of credit (the “Unsecured Facility”). Both the Secured
Facility and the Unsecured Facility have options to increase the aggregate commitments by up to $200 million,
subject to approval of the lenders. The Credit Facility will be used for general corporate purposes and to issue
standby letters of credit. The Credit Facility contains representations, warranties and covenants customary for
similar bank loan facilities, including a covenant to maintain a ratio of consolidated indebtedness to total
capitalization as of the last day of each fiscal quarter or fiscal year of not greater than 0.35 to 1.0 and a covenant
under the Unsecured Facility to maintain a certain consolidated net worth. In addition, each material insurance
subsidiary must maintain a financial strength rating from A.M. Best Company of at least A- under the Unsecured
Facility and of at least B++ under the Secured Facility. As of December 31, 2009 we had a consolidated
indebtedness to total capitalization of 0.14 to 1.0 and all of our subsidiaries had a financial strength rating from
AM. Best of A. The Unsecured Facility required a minimum net worth as of December 31, 2009 of $1.4 billion and
our net worth as calculated according to the Unsecured Facility was $3.1 billion as of December 31, 2009. Based on
the results of these financial calculations, we were in compliance with all covenants under the Credit Facility as of
December 31, 2009.

There are a total of 13 lenders that make up the Credit Facility syndication and that have varying commitments
ranging from $20.0 million to $87.5 million. Of the 13 lenders, four have commitments of $87.5 million each, four
have commitments of $62.5 million each, four have commitments of $45.0 million each and one has a commitment
of $20.0 million. The one lender in the Credit Facility with a $20.0 million commitment has declared bankruptcy
under Chapter 11 of the U.S. Bankruptcy Code. This lender will not meet its commitment under the Credit Facility.

On November 19, 2008, Allied World Assurance Company Holdings, Ltd requested a $250 million borrowing
under the Unsecured Facility. We requested the borrowing to ensure the preservation of our financial flexibility in
light of the uncertainty in the credit markets. On November 21, 2008, we received $243.8 million of loan proceeds
from the borrowing, as $6.3 million was not received from the lender in bankruptcy. The interest rate on the
borrowing was 2.588%. We repaid the loan on its maturity date of February 23, 2009.

Security arrangements with ceding insurers may subject our assets to security interests or require that a portion
of our assets be pledged to, or otherwise held by, third parties. Both of our letter of credit facilities are fully
collateralized by assets held in custodial accounts at the Bank of New York Mellon held for the benefit of the banks.
Although the investment income derived from our assets while held in trust accrues to our benefit, the investment of
these assets is governed by the terms of the letter of credit facilities or the investment regulations of the state or
territory of domicile of the ceding insurer, which may be more restrictive than the investment regulations applicable
to us under Bermuda law. The restrictions may result in lower investment yields on these assets, which may
adversely affect our profitability.

112



The following shows our trust accounts on deposit, as well as outstanding and remaining letters of credit
facilities and the collateral committed to support the letter credit facilities as of December 31, 2009 and
December 31, 2008:

As of As of
December 31, December 31,
2009 2008
($ in millions)
Total trust accounts on deposit . . .. ... $1,025.5 $ 892.6
Total letters of credit facilities:
Citibank Europe plc . . . .. ..o 900.0 900.0
Credit Facility .. .. ...t 800.0 800.0
Total letters of credit facilities. . . .. ..o i ittt e et 1,700.0 1,700.0
Total letters of credit facilities outstanding:
Citibank Burope plc . . ... ..o 794.6 769.9
Credit Facility . ... ... oo e e 376.7 217.1
Total letters of credit facilities outstanding . ................... 1,171.3 987.0
Total letters of credit facilities remaining:
Citibank Europe plc . .. .. oo 105.4 130.1
Credit Facility(1) . .. ..ottt e 423.3 332.9
Total letters of credit facilities remaining. . .. .................. 528.7 463.0
Collateral committed to support the letter of credit facilities ......... $1,208.3 $1,313.0

(1) Net of any borrowing or repayments under the Unsecured Facility.

As of December 31, 2009, we had a combined unused letters of credit capacity of $528.7 million from the
Credit Facility and Citibank Europe plc. We believe that this remaining capacity is sufficient to meet our future
letter of credit needs.

We have filed a shelf-registration statement on Form S-3 (No. 333-148409) with the SEC in which we may
offer from time to time common shares, preference shares, depository shares representing common shares or
preference shares, senior or subordinated debt securities, warrants to purchase common shares, preference shares
and debt securities, share purchase contracts, share purchase units and units which may consist of any combination
of the securities listed above. The proceeds from any issuance may be used for working capital, capital expen-
ditures, acquisitions and other general corporate purposes.

As of December 31, 2008, we participated in a securities lending program whereby the securities we owned
that were included in fixed maturity investments available for sale were loaned to third parties, primarily brokerage
firms, for a short period of time through a lending agent. We maintained control over the securities we lent and could
recall them at any time for any reason. We received amounts equal to all interest and dividends associated with the
loaned securities and received a fee from the borrower for the temporary use of the securities. Collateral in the form
of cash was required initially at a minimum rate of 102% of the market value of the loaned securities and could not
decrease below 100% of the market value of the loaned securities before additional collateral was required. On
February 10, 2009, we discontinued our securities lending program.

We do not currently anticipate that the restrictions on liquidity resulting from restrictions on the payment of
dividends by our subsidiary companies or from assets committed in trust accounts or to collateralize the letter of
credit facilities will have a material impact on our ability to carry out our normal business activities, including
interest and dividend payments, respectively, on our senior notes and common shares.
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Sources and Uses of Funds

Our sources of funds primarily consist of premium receipts net of commissions, investment income, net
proceeds from capital raising activities that may include the issuance of common shares, senior notes and other debt
or equity issuances, and proceeds from sales and redemption of investments. Cash is used primarily to pay losses
and loss expenses, purchase reinsurance, pay general and administrative expenses and taxes, and pay dividends and
interest, with the remainder made available to our investment portfolio managers for investment in accordance with
our investment policy.

Cash flows from operations for the year ended December 31, 2009 were $668.2 million compared to
$656.9 million for year ended December 31, 2008 and $761.0 million for the year ended December 31, 2007. The
increase in cash flows from operations for the year ended December 31, 2009 compared to the year ended
December 31, 2008 was primarily due to higher net premiums written partially offset by higher general and
administrative expenses. Cash flows from operations for the year ended December 31, 2008 decreased compared to
the year ended December 31, 2007 primarily due to lower net premiums written and higher net losses and loss
expenses paid.

Cash flows from investing activities consist primarily of proceeds on the sale of investments and payments for
investments acquired. We had cash flows used in investing activities of $582.6 million, $443.1 million and
$166.7 million for the years ended December 31, 2009, 2008 and 2007, respectively. The increase in cash flows used
in investing activities for the year ended December 31, 2009 compared to the year ended December 31, 2008 was
due to increased purchases of fixed maturity investments partially offset by cash provided by increased sales of fixed
maturity investments. The increase in cash flows used in investing activities for the year ended December 31, 2008
compared to the year ended December 31, 2007 was primarily due to net cash used to acquire Darwin during 2008
of $536.2 million.

Cash flows from financing activities consist primarily of capital raising activities, which include the issuance
of common shares or debt and the payment of dividends. Cash flows used in financing activities were $450.0 million
for the year ended December 31, 2009 compared to net cash provided by financing activities of $242.3 million for
the year ended December 31, 2008 and net cash flows used in financing activities of $759.2 million for the year
ended December 31, 2007. The increase in cash flows used in financing activities for the year ended December 31,
2009 compared to the year ended December 31, 2008 was primarily due to the repayment of our syndicated loan of
$243.8 million. The increase in cash flows provided by financing activities for the year ended December 31, 2008
compared to December 31, 2007 was primarily due to $243.8 million of proceeds received from the borrowing of
our syndicated loan during 2008 whereas for the year ended December 31, 2007 we used $563.4 million to acquire
common shares from AIG, one of our founding shareholders.

On February 23, 2010, our Board of Directors declared a quarterly dividend of $0.20 per share, or approx-
imately $10.0 million in aggregate, payable on April 1, 2010 to the shareholders of record as of March 16, 2010.

Our funds are primarily invested in liquid, high-grade fixed income securities. As of December 31, 2009 and
2008, 97.6% and 99.0%, respectively, of our fixed income portfolio consisted of investment grade securities. As of
December 31, 2009 and 2008, net accumulated unrealized gains were $149.8 million and $105.6 million,
respectively. The change in net unrealized investment gains during 2009 was due to net unrealized gains in our
fixed maturity portfolio of $181.1 million primarily resulting from the narrowing of credit spreads across all fixed
income classes partially offset by the cumulative effect adjustment of $136.8 million resulting from the adoption of
new OTTI guidance beginning April 1, 2009. Please refer to Note 2 (d) of the notes to the condensed consolidated

114



financial statements for additional information regarding the cumulative effect adjustment. The maturity distri-
bution of our fixed income portfolio (on a fair value basis) as of December 31, 2009 and 2008 was as follows:

As of As of
December 31, December 31,
2009 2008
($ in millions)

Due in ONE YEar OF 1E8S . . oo v $ 1563 $ 2742
Due after one year through five years . ... 3,221.7 1,887.1
Due after five years through ten years. ..........oooveven e 1,166.9 1,254.9
Due after teN YEAIS. . . o v v v v evee e 172.4 365.8
Mortgage-backed . . ...t 1,721.3 2,089.9
ASSEt-DACKEd « v v o e 532.8 160.1
TOLAL + o v v e e e e e e e $6,971.4 $6,032.0

We have investments in various hedge funds, the market value of which was $184.7 million as of December 31,
2009. Each of the hedge funds has redemption notice requirements. For each of our hedge funds, liquidity is allowed
after certain defined periods based on the terms of each hedge fund.

We do not believe that inflation has had a material effect on our consolidated results of operations. The
potential exists, after a catastrophe loss, for the development of inflationary pressures in a local economy. The
effects of inflation are considered implicitly in pricing. Loss reserves are established to recognize likely loss
settlements at the date payment is made. Those reserves inherently recognize the effects of inflation. The actual
effects of inflation on our results cannot be accurately known, however, until claims are ultimately resolved.

Financial Strength Ratings

Financial strength ratings and senior unsecured debt ratings represent the opinions of rating agencies on our
capacity to meet our obligations. T. he rating agencies consider a number of quantitative and qualitative factors in
determining an insurance company’s financial strength and credit ratings. Quantitative considerations of an
insurance company include the evaluation of financial statements, historical operating results and, through the
use of proprietary capital models, the measure of investment and insurance risks relative to capital. Among the
qualitative considerations are management strength, business profile, market conditions and established risk
management practices used, among other things, to manage risk exposures and limit capital volatility. Some of our
reinsurance treaties contain special funding and termination clauses that are triggered in the event that we or one of
our subsidiaries is downgraded by one of the major rating agencies to levels specified in the treaties, or our capital is
significantly reduced. If such an event were to happen, we would be required, in certain instances, to post collateral
in the form of letters of credit and/or trust accounts against existing outstanding losses, if any, related to the treaty. In
a limited number of instances, the subject treaties could be cancelled retroactively or commuted by the cedent and

might affect our ability to write business.

The following were the financial strength ratings of all of our insurance and reinsurance subsidiaries as of
February 22, 2010, except as noted below:

AL BOS + ot et e e Alstable
MOOAYS™ o o e eee et e e e e s e A2/stable
Standard & POOTS™* . . .. A-/stable

* Moody’s financial strength ratings are for Allied World Assurance Company, Ltd, Allied World Assurance
Company (U.S.) Inc., Allied World National Assurance Company and Allied World Reinsurance Company
only. Moody’s revised its outlook from negative to stable on June 30, 2009.

#% Standard & Poor’s financial strength ratings are for Allied World Assurance Company, Ltd, Allied World
Assurance Company (U.S.) Inc., Allied World National Assurance Company, Allied World Reinsurance
Company, Allied World Assurance Company (Europe) Limited and Allied World Assurance Company
(Reinsurance) Limited only.
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We believe that the quantitative and qualitative factors that influence our ratings are supportive of our ratings.

The following were our senior unsecured debt ratings as of February 22, 2010:

AM. BeSt. . .o bbb/stable
MoOdy’s . . oo Baal/stable
Standard & Poor’s. . . . ... BBB/stable

Long-Term Debt

On July 21, 2006, we issued $500.0 million aggregate principal amount of 7.50% senior notes due August 1,
2016, with interest payable August 1 and February 1 each year, commencing February 1, 2007. We can redeem the
senior notes prior to maturity, subject to payment of a “make-whole” premium, however, we currently have no
intention of redeeming the notes.

Aggregate Contractual Obligations

The following table shows our aggregate contractual obligations by time period remaining until due date as of
December 31, 2009:

Payment Due by Period

Less Than More Than
Total 1 Year 1-3 Years 3-5 Years 5 Years

($ in millions)

Contractual Obligations

Senior notes (including interest). . ... .. $ 7625 $ 375 $ 75.0 $ 75.0 $ 575.0
Operating lease obligations .......... 103.1 13.4 22.7 20.1 46.9
Investment commitments outstanding . . . 57.6 57.6 — — —
Darwin LTIP..................... 16.6 13.1 35 — —
Gross reserve for losses and loss

EXPENSES . o v v vt 4,761.8 1,165.7 1,389.4 595.9 1,610.8
Total .. ... .. ... ... ... ... $5,701.6  $1,287.3  $1,490.6  $691.0 $2,232.7

As part of the acquisition of Darwin, we assumed the Darwin LTIP that Darwin had implemented for certain of
its key employees. Initially, the Darwin LTIP allocated 20% of the underwriting profit for each year (premiums net
of losses and expenses) plus 20% of the investment income based on average net assets outstanding in each year (at a
deemed interest rate equal to the 10 year U.S. Treasury note rate) to the Darwin LTIP participants, based on their
assigned percentage interests. Effective January 1, 2006, the Darwin LTIP was modified to reflect changes in the
calculation of the underwriting profitability allocated to the participants of the Darwin LTIP. For 2006 and later
years, the amount allocated to the participants is calculated as an amount equal to 20% of the underwriting profit
less an amount equal to 5% of net premiums earned. In addition, imputed investment income will no longer be
credited to the pool participants. Interests in these profit pools vest over a four-year period. The payments due are
made in increments over the fourth, fifth and sixth years.

The amounts included for reserve for losses and loss expenses reflect the estimated timing of expected loss
payments on known claims and anticipated future claims as of December 31, 2009 and do not take reinsurance
recoverables into account. Both the amount and timing of cash flows are uncertain and do not hav